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PREFACE 


The study of evolution of economic condiHons in India 
is at once inter*sting and fascinating. It gives a clue to the 
attempts made from time to time at an improvement in the 
living standards of the masses and to the extent of suooees 
achieved thereby. India is a vast sub-continent with varied 
climates and physical features and 'With potentialities of 
improvement in the standards of living of the people. 
Non-the-less poverty, illiteracy and backward economic 
conditions prevail in the country. A study of the economic 
evolution of the country helps us to understand the basic 
factors which are responsible for this situation and the lines 
along which improvements are necessary. 

This work is an attempt at presenting a bird's eye view 
of the recent development, main problems and present 
position of Indian economic life. An attempt has also been 
made in this volume to present the main economic problems 
of the day in their proper perspective, and an endeavour has 
been made to study the fundamental difficulties which 
confront the more rapid improvement in economic welfare 
of the people of this country. 

The improvement in the materia] prosperity of the people 
depends upon how the physical and human resources are utilised* 
,Vp to the outbreak of the War of 1914-1 8, no systematic 
Efforts were made at introducing balanced economy in the 
country. A system of oolonioal economy prevailed in the 
country, and India became an exporter of raw materials 
and an importer of manufactured goods. The War m&dt 
the Government realise the dangers of this position, and the 
post-war } ears witnessed some changes in the eoonomic policy 
of tiie country ; but the absence of responsible government 
^ in the country orevented anv fundamental change* Hence 



one of the basic assumptions underlying the Bombay Plan 
was the existence of responsible government both at the 
Centre and in the Provinces to give effect to the Plan. Now 
that our couni ry is independent, efforts are being made tOi 
increase the wealth production and improve its distribution 
so that poverty may be removed. 

In our country agriculture is the main stay of the people, 
but it is in a backward condition. The main problem before 
the country is how to divert the surplus population from 
agriculture to other industries without causing sudden jerks 
in our economic system. The population of the country 
is growing at a rapid pace, and the problem is to improve the 
material welfaic of this rapidly growing population. Hence 
a careful utilisation of the physical and human resources 
of the countrv is necessary to improve the material welfare 
of the people. 

In preparing this book, I have taken help of the 
authoritative works on Indian Economics and Economic 
History, and I have also utilised reports and journals in whicM 
information on subjects of topical importance is available, 
and which have been acknowledged in the book, 

I hope tine book will be helpful to the reader in 
understanding and appreciating the trends of economic 
evolution in India and in encouraging him to go through 
authoritative works on the subject. It should also be helpful to 
the students oi our universities, preparing for the B, A. and 
the B. Com. examinations in Economics, Economic History at 
Economic Development. Any suggestions from informed 
quarters will be incorporated in the following edition and they 
will also be gratefully acknowledged. 


August, 1951 


Krishna Kumar Sharma 
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EVOLUTION 

OF 

INDIAN ECONOMY 

CHAPTER I 
INTRODUCTORY 

Conception of Economic Development. 

Economic development is a study of tho evolution of 
economic con litions and economic institutions in a country, 
Economic c mditions change in every country from time to 
time. Economic development or economic history is a study 
of the main changes in economic conditions and it is also a 
study of the causes and consequences of those changes. 
In economic evolution there are certain well-marked stages, 
demarcating one from the other, How one stage merges into 
the other and produces certain consequences is the main subject 
matter of the study of economic development. It is not possible 
to demarcate clearly one economic stage from the other, for 
the preceding stage gradually merges into the succeeding one. 
None-the-less the consequent os are so important and the 
characteristics so prominent that it is easy to distinguish one 
from the other. The industiial and commercial revolutions of the 
nineteenth oentury were so prominent in their consequences that 
the entire economic organisation became fundamentally different 
from what it was before the industrial revolution. This change 
came first in England and it spread gradually to other countries, 
producing important economic and social consequences in its 
train. The growth of big to.vns, tho migration of peoplf from 
agricultural areas into industrial regions, the riso of a labour 
class, divorced from land and capital, depending upon the capitalist 
class for its means of livelihood, the rise of the trade union 
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movement, the rise of big industries and the growth of inter¬ 
national trade and commerce w$re some of the important 
consequences of the industrial revolution. Eoonomic conditions 
before the industrial revolution were simple. Agriculture #is 
the main occupation of the people and the population lived in 
villages. Trade was small and it took place between persona 
who lived in the neighbourhood. Exchanges were few and 
banking and credit institutions on modern lines did not mfetetu 
The industrial revolution brought fundamental change* in all 
these aspects of economic life. Economic development or 
evolution is a study of such changes. 

There are certain writers who refor to the laws of economic 
development. They p:>irit out that the vauous countries of the 
world have passed, som^ time or the oilier, through similar 
economic stages. In every country, at one time or another, 
agriculture was Ihc mam occupation of the people. Industries 
were carried on ; but they were nob large Rcale industries. 
They were carried on in the homes of the people Tho artisans 
formed themselves into associations known as the gilds to 
protect the economic interests of their members. Trade was 
national. In couise of time, those features underwent funda¬ 
mental changes The manor declined in England, and later, 
in Europe. Industrial organisation also underwent a change. 
These changes did not take place simultaneously in every 
country. There are many countries even to-day, particularly 
in South-East A^ia, where the old village economic order is 
prevailing and where agriculture is the main occupation and 
means of transport are undeveloped ; but hero also the impact 
of modem economic forces is being felt and custom and status 
are yielding place to competition and to modem economic 
forces. Eoonomic development or economio history studies 
the causes and the consequences of these changes. 

In India, the economio organisation is not the same to-day 
as it was, say, at the end of the eighteenth century. Industrial 
revolution is gradually taking place in our country. Large 
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scale industry is progressing and India is regarded according 
to the League of Nations* economic survey as one of the eight 
principal industrial countries of the world. Nevertheless a 
vast majority of the population of the country depends upon 
agriculture* and allied occupations for livelihood. Organised 
industry, trade and transport support a very small proportion 
of the population. Changes have taken place in the organiza¬ 
tion of agriculture also. This industry is being gradually 
commercialised. The transport system is also improving. The 
policy of the state in respect of economic matters is undergoing 
fundamental changes. In economic development we study 
how and why changes are taking place in these directions and 
what consequences are being produced by them. Thus economic 
development or economic history is a study of the economic 
evolution in a country. The organisation of agriculture, 
industry, the evolution in the attitude of slate to industry and 
similar other economic factors are studied in economic 
deA elopment. 

In India, the predominance of agriculture, low standard 
of living of the masses, a population growing beyond the means 
of subsistence and industrial bachwardnosa are all interlaced 
in a chain which binds the country to abject poverty and low 
efficiency, This situation has been the result of a system of 
colonial economy, which prevailed in the country for about 150 
years under the British rule. There was a wrong approach 
to our economic problems. Whatever steps were taken mjthe 
economic field were actuated by considerations of administrative 
convenience rather than by motives of eoonomio welfare of 
the people of the country. The introduction of the permanent 
settlement in 1793 was done to produce stable revenue for the 
East India Company ; while the railway system was planned 
on grounds of military importance. The laiaaez /airsjpolicy 
was pursued till 1921, which, to a great extent, was an 
important cause of the decay of Indian handicraft industries. 
The railway rates policy also worked in the same direction. It 
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is the business of the economic historian to study such economic 
trends and policies so as to avoid the pitfalls of the past and 
pave the way for the improvement in the economio welfare of 
the people in the future. 

In many countries, economio planning is becoming a 
oommon feature oF increasing economic welfare. India must 
adopt planning to improve economic walfare so as to increase 
production and improve the system of distribution. It is only 
in that manner that the excessive dependence of the people of 
the country on agriculture can be avoided and the benefits of 
balanced economy can be secured in consonance with the needs 
of the peoplo of the country. It will imply meticulous state 
control over econo nic life in co-operitiou with I lie people of 
the oountry. Planning will be helpful to augment the yield 
of the agricultural industry of the oountry, which wlII remove 
the grave deficit in the production of food grams in the 
country. Economic development studies the main tiends in 
economio planning in forugi c> 1 itrics to sio how planning 
should be done in our own country so as ensure the exploitation 
of our human and material resources to the optimum extent 

EFFECT OF PHYSICAL AND SOCIAL CONDITIONS 
ON ECONOMIC DEVELOPMENT 

Economic evolution is mfluenc^ 1 by physical anl social 
conditions. Man and nature affect the economic conditions of 
a country. The character of the soil, the geographical position, 
the climate, the surface feature* and the nil uriil resources of a 
country affect greatly its economic development. Social 
conditions also exercise a great influent'* on economic evolution, 
The population of a country, its religious and social institutions, 
the system of Government and educational and cultural factors 
exercise a great influence on the material conditions of a 
oountry. A country with rich natural resources and equable 
climate is likely economically to be more prosperous than a 
oountry which is deficient in natural resources. A large 
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population with a suitable system of general and technical 
education, living in healthy surroundings, will ho uble to utilize 
the natural resources to the lx\sl advantage. The United {States 
of America and Russia are richly endowed with natural 
resources and the }ieoplc inhabiting these countries are* 
adequately equipjjed, both menially and physically, 
to utilize those resources. These people are also iniolligeni 
and literacy prevails to an adequate extout so that the natural 
resources are effeoti\ely .utilised. On the other hand, in 
countries of South-Hast \«hi, including India, the climate is 
enervating and, till recently, the colonial system of economy was 
prevailing. In those countries, people ate illiterate and live in 
insanitary conditions with the iemdt that the production of 
wealth is low. Hence the Maiulatd of living of the people is low 
and poverty rules supreme. In India, the natural resources are 
rich, but they hav^e not been adequate ly utilized so that ‘India is 
a rich country inhabited bv the poor.’ 

In our country, natural and physical resources are avail¬ 
able in abundance, but they have not been adequately utilized. 
Hence the country is poor. India has rich natural resources. 
Noils are fertile and there an* numerous rivers which deposit 
rich silt in their courses and facilities for irrigation are present, 
In her forest resources, India possesses varieties of herbs and 
shrubs which can be utilised for a Jarge number of industries. 
Mineral resources also like coal, iron, mica, manganese, etc, are 
available in abundance. Nonc-the-less these resources have not 
been adequately utilised because of the prevalence of mass 
illiteracy in the country. Till recently, the political system of 
the country was not conducive to the growth of wealth and our 
industries and agriculture were not developed by the Government 
in the national interests of the country. There was a wrong 
approach to our oconomio problems. Hence the Country is 
poor. 

The influence of physical conditions on the economic 
development of a country cannot bo overemphasised. Land is 
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the basis of economic prosperity and it is the primary factor of 
production. It provides food, clothing and shelter for human 
beings and raw materials and motive power for industry. The 
occupations of the people and the density of population are 
determined by physical conditions. Natural resources serve as 
the basis of the entire economic activity of man. They deter¬ 
mine the nature of production ; but man can mould the natural 
environment to his advantage. He can exercise command over 
the forces of nature through science. In European countries 
and America, industrial and commercial supremacy is due to 
physical factors ; but it is also due to a great extent to the 
spirit of co-operation among the people and to the national 
r haracter. 

Climatic conditions also exercise gioftt influence over 
economic activities. The standard of living, the plivaique of 
the people, and the availability of the raw materials depend 
upon climatic conditions. In India, the rainfall is not equitably 
distributed. Tt is \ory heavy in Assam and Bengal and along 
the coastal regions , but it is much too inadequate in Rajasthan 
and certain other parts of the country. In summer, tho sun is 
very hot and continuous work cannot be put in either m agri¬ 
culture or in industry. In many places, the climate is malarial, 
viz. in Assam and the population there is sparse. Our agri¬ 
culture is, to a great extent, dependent upon the monsoons. 
If monsoons fail, a lookout is created in agriculture by nature. 

Geological formation also influences economic development. 
Climate, vegetation, and the character of forests depend upon 
altitude. Further, fertility of the soil depends upon the physical 
and climatic factors. In the plains, roads and railways can be 
constructed ecoaonricafly. GeoglogicaJ conditions also affect the 
industrial development. The presence of mineral resources deter¬ 
mines the gtobi'S'th and development of mineral and metallurgical 
industries English industrial supremacy is, to a large extent, 
due to the presence of coal and iron resources in close proximity 
to each oilier ; but in India the output of coal and iron is not 
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a cry great. In respect of ccal, it does not exceed 1 per cent, 
of the world’s output. 

Vegetation and animal life also depends upon climatic and 
geological conditions. Agriculture is the premier industry of 
India, and because of the presence of rich alluvial soil brought 
by rivers, iirigation facilities are present. The rivers in the 
North are supplied with water throughout the year. Hence cons¬ 
truction of canals can be easily done here. 

India is not rich in some of the mineral resources. She 
produces 2 million tons of coal annually which is of poor quality 
and which is not evenly distributed. Bombay gets coal from 
South Africa. During the last war, the lack of availability of 
coal was responsible for difficulties faced by several industries. 
In respect of the pi eduction of manganese and mica, India has 
virtual monopoly and large quantities of woolfram and saltpeter 
are produced. The deficiency in coal is made up by hydro¬ 
electric power resources, which are now being gradually 
developed. 

Geographical location also affects economic conditions. 
England is an island with a very broken coast-line. She iw 
centrally situated as far as the important trading omitriea of 
the world are concerned. Hence England has been the carrier 
of the world's trade. India also lias a favourable situation. Her 
rivers are navigable. But her coastline is not broken and there 
are very few ports. 

The above facts indicate that our country is rich in natural 
resources; but initiative and enterprise are lacking. Till 
reoently the attitude of the Government was also not sympa¬ 
thetic and helpful. Our country has now become independent 
and a Government responsible to the people is In power. It is, 
therefore, expected that opportunities for exploiting out natural 
resources to the best advantage of the country will be < provided 
as a result of the cooperation between the Government and the 
people. Hence India bids fair to be a great country both econo¬ 
mically and politically. 
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Influence of Social Conditions 

Social organisation haw an important effect on the economic 
development of a country. Religious and social forces have 
influenced economic activity to a great extent. In India, the 
caste system, the joint family system and the laws of inherit 
tance have affected the system of land tenure, the organisation 
of people in village comm j n'ties and also the occupation of the 
people. In England, th' law of primogeniture loads to the 
concents atiou of woilth in the hands of a few persons and en¬ 
courages Lirgc-sctie pio InotiAn. In India, on the other hand, 
the prevailing laws of inheritance, reinforced by othei social and 
economic factors, have been i Mp msible for tlm giowth of un¬ 
economic agricultural holdings. 

Every aphcie of life in India influenced by the religious 
attitude. As Vera Anstay mentions, ‘religion excludes the 
economic* moth o, and replaces it by tlie ideas of custom and 
status.’ * . 

Religious beliefs in India have given peculiar characters 
ties to Indian .social organisation and an overwhelming emphasis 
has boon laid upon the spiritual, and some times particularly 
ceremonial, as opposed to the material and eeonomic aspects oi 
life. Religions pr u?tie *s have, in the opinion of some writers, 
•trictly limited economic development in the past, and influcnct 
fundamentally future potentialities.! 

The main ehaiacleristic of Indian society, which is based 
upon religion, and affvls economic activity almost at every 
stage, is the division of Hindu society into cfasto system. We 
have, therefore, to see how the caste has influenced Indian 
economic life. 

* Page 46, F/oiiJiiiK' lA'v 1 jpaunt of India, 1936. 

■jSee* Ibid, page 47. It will tj ascribe the limited degree of eco¬ 

nomic dev« , 1opj‘M'ni in India to icligtous factors. Indians in thr past woe great 
empire build r> and India had highly develop d industries at a time when 
r.uiope, the bnth plan* nf mo t m industrialism, w as economically in a back¬ 
ward state. In fact, religion tlur fore* which ennobles human character and 
w>mh enhances social and economic prosperity. 
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A caste is a collection of people having a common name and 
following the same traditional occupation* The members of the 
caste are so connected together by many ties of social status and 
ceremonial observances that they regard themselves as constitu¬ 
ting a single homogeneous community. The oasbe is endogamous. 
A man is obliged to marry within the sub-caste to which his 
family belongs* The family consists of persons who claim des¬ 
cent from a common ancestor, but between whom marriage is 
prohibited. A caste is a col lection of such units. The funda¬ 
mental principle of this system is thfe pieservation of purit}^ of 
descent and purity of religious belief. There are numerous 
cartes and sub-castes recognised in India. Originally there were 
only four castes; but in course of time their number became 
numerous. 

Tho caste system is based on two main principles, the 
doctrine of Karma and the religious unity of the family. 
According to the former, a man is born into that position which 
lie has deserved in a former incarnation. Hence it becomes 
every body’s duty to accept the status which he gets by birth. 
Inequalities in fights and duties are regarded as the result of 
each individual's actions in previous incarnations. The latter, 
namely, religious unity of the family is, to a great extent, 
responsible for the joint Hindu family and for many other 
aspects of social life in India like the marriage system, the 
position of women and the laws of inheritance. All of them have 
important economic consequences. 

The caste system was not weakened by the Muslim inva¬ 
sions which began in the twelfth centuiy. On the other hand, 
it influenced Mohamedanism also. The Muslim invasions left 
village life fundamentally unaffected. The wealth of the Moghal 
Courts affected fa\ourably some sections of the Hindwpopula¬ 
tion who had increasing opportunities of entering into foreign 
trade and who produced ai tides which were demanded in urlan 
centres. The presence of the Muslim rulers did not make the 
population an unified whole. On the other hand, it induced 
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the Hindues to make their social organisation - tight jn self- 
defence, An important consequence of Muslim invasions on 
Hindu society was the introduction of the purda system, 
Muslim rule also discouraged economic enterprise, for the display 
of wealth led to the forfeiture of goods and also because the 
best posts were reserved for tho Muslims. Muslim customs also 
discouraged accumulation and inheritance of private property,* 
The result of all those forces was that the people of India became 
divided into a large number of religious and social sects, 
each having different ideals tod customs. These factors together 
with the lack of political security prevented any advance along 
large-scale production. The economic results of the caste 
system are fundamental. The choice of occuption is determined 
by caste rules. Higher castes look down upon manual and 
technical labour and the lower castes are not permitted to take 
to more remunerative occupations. This is responsible for lack 
of enterprise. The outcastes suffer great economic and social 
disabilities. It is this fact which, in the early stages of the 
factory system in India, was responsible for the fact that the 
low caste people from the villages came to work in factories in 
industrial towns. As the Royal Commission on Labour in India 
pointed out, labour is not pulled into industrial towns, but it is 
pushed out of the village. Caste rules also regulate tho methods 
of production and prevent exprimentation and initiative. In 
the eastern districts of U. P., Brahmins and Kshatriyas 
cannot touch the plough. There is also a groat waste of labour 
owing to the absence of co-operation among members of different 
castes. Waste also takes place in the sphere of consumption, 
for the caste rules are rigid in regard to what certain people 
may or may not eat. A large class of unproductive mendicants 
is supported by tho working population because of the emphasis 
laid upon spiritual and intellectual matters. There are many 
soeial customs relating to marriage, birth and death according 
to which it becomes the bounden duty of the person concerned 


♦See Ibid , page SI. 
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to spend a great deal on the ceremonies connected with them. 
Thus extravagance is oncouraged and frequently it is responsible 
for permanent indebtedness. The caste system prevents the 
mobility of labour, for a Brahmin and a sweeper cannot work 
side by side on the same machine in a factory. In cotton 
ginning factories masks are put on to prevent dust; but owing 
to the rigidity of the caste system one person will not use the mask 
which has been used by a man of a different oaste before. In a 
country like India where labour is migratory, employers must 
provide separate masks for each person which increases the cost 
of production. By prevent mg the mobility of labour, the oaste 
system also prevents the mobility of capital. 

There are also bright aspects of the oaste system. The 
caste panohayat takes care of the weak, the poor and the infirm. 
Castes also regulated production in the past and since occupa¬ 
tions wore here litary, transmission of skill and dexterity from 
generation to generation preserved the fineness of workmanship. 
The rigidity of the casta system is gradually disappearing under 
the impact of modern forces. The University education, the 
railway and other rapid means of transport, the growth of the 
factory system and other factors are leading to the decay of the 
caste system. 

Another important social institution in India which has 
affected economic conditions is the joint family system according 
to which several families are found living jointly. They pool 
their earnings and they own the property in common. The brain 
advantage is that the blows of fortune are borne by the group as 
a whole. The orphans and the widows are supported from the 
family funds. This makes state poor relief unnecessary except 
in times of famine. From each according to capacity and to 
each according to need is the principle underlying «the joint 
family system. It inculcates qualities of sacrifice and fellow 
feeling; but initiative is killed and enterprise is discouraged, 
while the incentive to make effort is very little. The head of 
the family has great authority, which gives additional weight 
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to the forces of conservatism and initiative is prevented and 
social and economic progress is obstructed. The fact that the 
family eamipgs are available to fall back upon prevents initia¬ 
tive, enterprise and dash and economic progress is retarded. 
There is no correspondence between reward and effort and family 
feuds also prevent peace and harmony. The joint family insti¬ 
tution is also gradually decaying on account of modern forces. 
University education, the system of modern transport and the 
availability of opportunities for employment in industries and 
other occupations make it difficult for all members of the family 
to live together. 

Another important social institution in India is that of 
marriage. According to Hindu belief, male children arc 
necessary for performing religious ceremonies to secure salvation. 
Hence marriage becomes obligatory according to caste rules. It 
becomes difficult to find suitable brides and bride grooms and 
early marriages have been prevalent. In the case of girls, 
marriage must take place before puberty. As a result of this, 
the most unsuitable marriages are arranged and men of 60 and 
even upwards, at times, marry girls of 10 to 12* This means 
early widowhood for such girls, and the position of widows 
indeed becomes miserable. Thoy ha%e a right to maintenance, 
but they are condemned to toil unromttingly. The universality 
and early age of marriage, coupled with the desire for male 
children leads to an inorease in the birth rate. At the same 
time, early marriage saps the vitality of women. This loads to 
heavy mortality in infants and in women of child bearing age. 
The purda system and pride of caste prevent many women from 
following productive employment and from helping their men¬ 
folk even at busy seasons. The purda system not only under¬ 
mines the health of the women, but it also prevents them from 
adding to the wealth of the family. 

In India, the prevailing laws of succession and inheritance 
require division of properly and land equally among the male 
successors. In Western countries, individual property is the 
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rule. In England the eldest son inherits the property and the 
rest have to search out some independent means of livelihood. 
In India, there are two systems of the laws of inheritance, 
the Mifcakahara and Dayabbug. According to the former, 
sons own the property jointly with the father, and after 
the death of tho father no inheritance takes place unless 
partition is claimed; but the division of property takes 
place in the life time of the father. Unior the latter, 
sons become owners after the death of the father and here 
succession takes place on tho principle of survivorship. In both 
cases, the father manages the property and tho difference lies 
only in respect of the ownership and consequently in respect of 
the succession and inheritance. These laws are based on the 
principle of equality of opportunity. Every male member gets 
something to fall back upon. In fact, these laws have been 
influenced much by the joint family sjstem. In India, these 
laws lead to a stable class of peasant proprietors; but in England 
the law of primogeniture encourages large-scale farming as it 
leads to the concentration of landed property in the hands of a 
small number of persons. 

The laws of succession in India have affected economic 
conditions to a great extent. Large-scale enterprise is not en¬ 
couraged. In agriculture, they lead to uneconomic holdings, 
The landed property is equally divided between the sons. Hence 
tne average size of agricultural holdings lias considerably declined 
with an increase in population. At the time of the division of 
the landed property, invariably there is fragmentation also, 
each claimant insisting a share in every plot of land. Hence 

they have encouraged subsistence farming, poverty and indeb¬ 
tedness. 

According to Dr. Mukerjee, 'poverty is largely a matter of 
the man-land ratio in India.’’*' India’s population was about 
29 crores in 1891; but it rose to over 35 crores in 1931. The 
percentage of population supported by land rose from 61 in 1891 

* Page xiii, Economic Problems of Modern India , vol. I. 
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to 73 in 1031. The existing population of the Indian Union is 
34 orores. This increasing population is not being absorbed in 
industries. 

The percentage of industrial workers to the total population 
diminished from 5.5 to 4.5 between 1911 and 1931. There 
iB chronic food shortage in the country. Amongst other reasons, 
this chronic food shortage is due to the growth of uneconomic 
holdings brought about by the laws of succession and inheritance 
in the country. It is true that these laws have been in existence 
for a very long time; but the size of the average holding has 
declined much during the last about 75 years. This is because 
of the growth of population coupled with a lack of a correspond¬ 
ing development of industries; but the laws of succession and 
inheritance have encouraged the tendency towards smaller hold¬ 
ings by facilitating sub-division. 

Thus social customs and institutions lead to over-popula¬ 
tion and improvidence. They check economic enterprise and 
are also responsible for the obstruction of mental and physical 
development, particularly in the case of women. There is a 
low standard of public health. It is, therefore, necessary that 
the evil effects of social customs should be removed and the 
neoessary reforms should be introduced so that sooial conditions 
may not hamper economic development. 



CHAPTER II 

ECONOMIC CONDITIONS AND MATERIAL RESOURCES 

The influence of physical factors on the economie life 
of a country needs no emphasis. Obviously, physical faotors 
exorcise a paramount influence on production, on the ooocupa- 
tions of the people, and on the density and the distribution of 
population. Unfortunately, in India these resources have not 
b^en adequately utilised. 

The main point to be noted about India is the groat 
diversity of physical conditions in the various parts of the 
country. There are the snowy mountains in the north, the 
ancient Deooan plateau, the alluvial plains of the Indus and 
the Ganga river systems, and the fertile low lying coastal 
areas of the peninsula. In India, every type of climate is 
found. Hence there is a great variety of animal, vegetable and 
mineral products. 

Diversity of physical features and of climate has led to 
great differences in tho density of population. In Bengal and 
Uttar Pradesh, the density of population is over 600 persons 
per Bquare mile and in the river deltas it is about 500 persons 
per square mile; but over tho greater part of the Deccan 
plateau this density varies between 100 and 200 persons per 
square mile. There aro also great variations in the economic 
habits of the people. 

The physical features of India pormit a four-fold division 
of tho country. Firstly, there aro the Himalayas and the north 
west mountaneous regions, separating India # from tho rost 
of Asia. Seoondly, the great fertile plains of northern India, 
watered by many river systems, including the Indus, the 
Ganga, the Brahamputra and their tributaries have been, 
since times immemorial, the seat of empires. They vary from 
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130 to 300 miles in width. Thirdly, the Deccan plateau, which 
varies in altitude from 1,500 to 2,500 feet, is of very ancient 
geological formation. Fourthly, there are the Deltaic plains 
on both .sides of the plateau. They are well-watered and have 
a tropical climate and hence they are very fertile. The west 
coastal fringe is very narrow and the rainfall there is very 
heavy and the population is very dense, 

The northern frontiers of India are natural. In the North- 
East the mountain ranges have been almost an impenetrable 
barrier, in the North-West, there are passes which brought 
in the invading hordes into the country. Wild forests and moun- 
taneous districts separate Northern India from the peninsular 
India; but these barriers were surmounted recently by rapid 
means of communication. There is no natural highway 
between the north and the south, but ancient trade routes link the 
different parts of the country. The northern plain was always 
easily traversed during the dry season, but not so in the rainy 
season. The rivers arc flooded after the monsoon, but during 
the dry months they degenerate into mere rivulets so that 
bridge building is obstructed. In parts of the country no 
suitable material exists for road making. Trunk roads could 
not be built even in the northern plains mp to the middle of 
the nineteenth century. In the coastal regions, the absence 
of natural harbours has hindered communication. The east 
coast is surf-ridden and the river mouths become chocked with 
sand. There are very few natural harbours and they too did 
not have easy means of communication with th% interior till 
the advent of the railways. Even contiguous villages used to 
be practically cut off from each other during the rainy season 
because of the lack of suitable means of communication. Hence 
till the advent of the railway, trade was limited to articles 
of high value in relation to bulk. The growth of exchange was 
prevented and each locality was self-sufficient. Hence till 
recently, Indian manufacture existed in extreme forms only. 



ECONOMIC CONDITIONS AND MATERIAL RESOURCES 17 


Superfine goods were manufactured in urban towns to meet 
the demand of the gentry in the court towns and they were 
also made for export. On the other hand, cheap goods were 
made by village craftsmen for use in the villages concerned. 

Another important characteristic of the country is the 
uncertainty of the water supply. The water supply in India 
has been precarious. The country's prosperity is dependent on 
the rainfall which takes plaoe in the rainy season, the bulk 
coming with the South-West monsoon. This monsoon rises in 
May and is divided into two branches. The western branch, 
ris'Og over the Western Ghats, gives a heavy rainfall, and 
passes across India in a north-easterly direction. The eastern 
branch gives a heavy rainfall to the Assam hills and takes a 
turn to north-west in the Ganga plains. The wind changes 
direction about October when the north-east trado wind takes 
the place of tho monsoon. Thus most parts of the country 
get rains in tho monsoon months. Some parts of the country 
get rains in October, November and December from the ret¬ 
reating trade winds. 

The prosperity of the country depends on the monsoons. 
If they fail, there is a lockout in agriculture. In large areas, 
the rainfall is uncertain. A deficiency in the expected rainfall 
causes famine and excessive rainfall also destroys crops. 

There are two zouea. one in which tho rainfall is certain 
and the other in which it is not certain. All areas, in which 
tho average rainfall is not less than 40 inches to 50 inches per 
year are areas of certain rainfall. In them, droughts are rare. 
The areas where tho rainfall is less than 15 inches per annum 
belong to the uncertain zone. They are dependent on irrigation 
or they are desert. The areas of certain rainfall include 
Be? gal, Assam, the West Malabar coast, the western slopes of 
the Ghats and parts of central India. The zones of uncertain 
rainfall are the Uttar Pradesh, parts of Rajputana, parts of 
Bombay, Madras, etc. The existence of these zones of un¬ 
certain rainfall has presented great problems before the country. 



IS 


EVOLUTION OF INDIAN ECONOMY 


Famines have been frequent and the Government had to 
organise famine relief by constructing railways and irrigation 
works. Irrigation becomes necessary to meet the water 
deficiency. 

Agriculture and forest products 

In British India, 34 per cent, of the total area is under 
crops, 22 per cent, is unsuitable for cultivation, 22,8 per cent, 
is classed as cultivable waste, 7 per cent, is left fallow and 
about 12 per cent is under forests. About 23 por cent, of the 
area sown is under irrigation. Cereals and pulses are the iuo<l 
crops in India. Kice is grown in low-lying well-watered 
tropical regions and wheat is the staple crop in tho Punjab and 
certain other parts of the country. It is sown over 24 million 
acres of land. Tho millets including jawar, bajra and ragi arc 
the staple food crops in dry or unfertile areas. Such cereals 
together with pulses form the main diet of the rural population. 
Sugarcane is cultivated over a wide area. Paw materials for 
various industries are also grown. Oil-seeds, grown over 15 
million acres, arc cultivated all over India. The most important 
of them are linseed, castor seed, groundnut, mustard, sesame, 
and rape. Their production increased greatly during the nine¬ 
teenth century and they form one of the principal items of 
exports. Of the fibres, cotton atul jute are important; but the 
areas growing rich varieties of cotton and jute fibres now lie in 
Pakistan. The cultivation and manufacture of silk became 
important in the middle of the seventeenth century. Before 
that it was imported from China. 

The main plantation products are tea, coffee, indigo, 
rubber and cinchona. They are neither grown over large areas 
nor are they grown as part of the ordinary agricultural system. 
They form special crops under European control. Tobacco is 
grown on small holdings and is not a plantation crop. Most of 
it is consumed locallj'. The opium yielding poppy plant was 
widely cultivated in Uttar Pradesh and Bihar and in certain 
other areas; but its cultivation has been greatly reduced since 
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1907, when th© Government of India agreed to diminish with 
a view ultimately to abolish the export of opium to Chiba* 

The forests provide useful and valuable timber and also a 
great variety of drugs, dyes, gums and tanning materials, In 
1941-42, about thirteen per cent, of the total area of the country 
was under forests. The total area in the Indian Union under 
forests is 86,269 square miles. The main types of Indian forests 
are :— 

(1) Littoral forests which are found on the sea coasts. 

(2) The hill forests are found on the Himalayas and their 
main \ arieties depend on elevation and rainfall. Their principal 
species are oak, pine, deodar, etc?, 

(3) The overgTeen forests, which are found in regions of 
heavy minfall. They consist of the bamboo, the palm, the 
rubbrr, plant etc. 

(4) Deciduous forests, consisting of sal, teak, etc., are found 
in sub-mountain regions. 

Utility Of Forests 

The utility of forests is great. They prevent floods and 
preserve moisture. They also regulate the air currents and add 
to the beauty of the countryside. They also exercise a very whole¬ 
some influence on climate. In addition to these indirect benefits, 
forests have direct economic advantages also. They supply fire 
wood for domestic and industrial purposes and timber for 
building purposes. Industries like paper and match get their 
raw materials from forests. Many valuable substances like gum, 
dyes and drugs are obtained from them. They also provide 
grazing grounds and fodder for cattle and their leaves serve as 
manure. 

Their major products are timber and fire wood, timber 
being used largely for building purposes and for constructing 
railway carriages and for making furniture and agricultural 
implements. Tanning materials, grasses, herbs, lac, resin, 
turpentine and essential oils are among their minor products. 
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Only a very small part of the vast forest wealth of India has 
so far been used for economic purposes. A large part of the 
forests is inaccessible; the chief difficulty being the lack of 
suitable transport arrangements. The partition of the country 
has further added to the difficulty. Timber can be floated 
down the rivers, but the rivers by which it can be floated are 
in Pakistan. 

The Forest Research Institute in Dehradun is doing valu¬ 
able work in utilizing forest produce for industrial purposos. It 
is carrying on research work in relation to the use of wood for 
producing oheap printing paper and for discovering suitable 
wood for aircraft production. What is necessary is a proper 
co-ordination between forest utilisation and industrial planning. 

Indian forests have been used reeklossly for a long time. 
The consequence was that agriculture was exposed to great risks 
of drought, flood and soil erosion and the result was dcrilization 
of the soil. It was in the middle of the nineteenth century that 
the Government became alive to the necessity of preserving the 
forest resources of the country in the interest of economic 
development. Stops wore then taken for the setting up of 
forest departments both at the centre and in the provinces. 
The forests are classified as reserved, protected and unclassed. 
In the case of reserved forests, the Government exercises great 
control. The public has greater freedom in using the protected 
forests; while in the unclassed forests, the Government control 
is very little. The forest policy in India was announced in 1894 
when it was emphasised that retention and preservation of 
forests was necessary in the interests of climatic conditions. 

It was also pointed out that permanent cultivation must not 
reduce the forest land below the prescribed minimum. It was 
also emphasised then that the needs of the local population 
should be met at concessional rates and then only the revenues 
should be realised to an adequate extent. Forest policy should 
be judged with respect to social and economic conditions. The 
rights of the users must bo defined, while growing of trees in 
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the most economical manner should be encouraged. Tho right 
type of forest policjf should make provision for supplying forest 
produce to the local consumers, for protecting land from erosion 
and floods and for producing raw materials for various indus¬ 
tries. A determined effort should be made to de\elop the forest 
industries, Eore&ts will also yield income and reduce pressure 
on the soil. The forest area m India is not adequate to meet 
our requirements. It is estimated that 20 to 25 per confc, of 
the total area in a country should be under forests. Hence it is 
necessary to take up extensive afforestation schemes which will 
also serve as anti-erosion measures. Our government have 
now launched a countrywide drive for the plantation of trees. 

Mineial And Power Resources 

India’s mineral wealth is not scanty; but it is not so un¬ 
limited as is sometimes supposed. On the whole, India has a vast 
store and a great variety of mineral products. In the past, 
Tndia was famous for her mineral products and she has still 
groat potentialities in that direction. At one time, In lia 
occupied a predominant position in the metallurgical world 
owing to tho high quality of the nati\ o made iron. After the 
industrial revolution, the Indian markets were flooded with the 
cheaper European goods and the old artistic rnotal industries 
consequently decayed. r Ihe production of alum, ami alkalmes, and 
the export of borax from Kashmir and Tibet practically ceased, 
The production of coppor, lead, iron and steel and other 
materials was drastically curtailed. At the end of the nine¬ 
teenth century, the old indigenous industries had died out, and 
India’s mineral production was then at its lowest ebb. At 
present the chief mineral products of India are coal, manganese 
ore, gold, salt, iV>n ore, mica, saltpetre and inonazito. Petroleum, 
load, silver, copper, zink and woolfram arc largely produced 
in Burma which was separated from India in 1037. 

A very important contrast between the course of indus¬ 
trialisation in the West and in India is that in our country 
large scale production came first in the textile industry and 
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transport, followed by the introduction of large-scale production 
in coal and iron. In England, the railway transport was 
introduced to facilitate coal transport, but in India the mining 
of coal on a largo scale did not begin till the opening of the 
East Indian Kail way in 1854 when the eastern portion of 
the coal area of India became accessible). 

Tho bulk of the Indian coal is concentrated in ono central 
area, stretching east and west across Bengal, Bihar Orissa, 
Central India and the Central Provinces. The Raniganj district 
began to be exploited in the middle of the nineteenth century. 
Catxl is not used in India for domestic consumption, and it has 
not also been in large use for the indigenous industries. Very 
little was known about Indian coal resources until a survey was 
published in 1807, At that time, the deepest pit in India was 
about 75 yards only; subsequently the production of coal went 
up because of the demand of the railways. In the latter half 
of the nineteenth century, the production of coal increased 
considerably. Up to 1891 92 not more than 35,000 persons^wero 
employed in coal mining; but smee then, iapid progre s has 
been made. In 1947 48 the coal output in India was 27 million 
tons, but in the U. 8. A. it was 456 million tons. Our per capita 
consumption of coal is about *07 ton as compared with 475 tons 
in the U, H, A., indicating our industrial backwardness.* 

Nearly ninety per cent of the coal production is obtained 
from the coal fields of Bengal, and Bihar and 98 per cent. is 
supplied from the Oondwana coal fields. Thus our entire coal 
supply is centred in one part of the country. This imposes a 
great chock on its use in distant places like Bombay and 
Madras. In 1937, the Indian Coal Committee estimated that the 
reserves of good quality coal would last 122 years and that of 
coking ooal for about 02 years. 

It has recently been estimated that in new deposits in 
Assam a total reserve of 80 mjllon tons exists. It is necessary 

* t. Wadia and Merchant, Our Economic Problem, Page 22. 

* 2. Report of the Committee, Vol. I, page 63. 
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to* economise in the use of coal, Good quality coal is limited 
and it should be used only for metallurgical purposes. A lot 
of wastage also occurs. Hence our coal resources should be 
^conserved properly. 

Petroleum is found in insufficient quantities in India. We 
produce roughly only five per cent, of our needs, and as a result 
of the partition, we have lost to Pakistan the Western end of 
the Himalayas, namely, the Punjab and Baluchistan and we 
are now loft with the southern end in Assam. Of the total 
production of petroleum about 98 million gallons in 19 U, India’s 
share was about 82 million gallons. The insufficiency of mineral 
oils in our country can bo made up by producing synthetic fuel 
oils from sugarcane and oil-seeds. Molasses can be utilised for 
manufacturing power alcohol, for which there is great scope in 
our country. 

Iron miring has been dependent upon the iron smelting 
industry in India. Until the nineteenth century, charcoal was 
used for smelting purposes and the indigenous industry died out 
on account of the competition of imported iron and steel goods. 
In the latter part of the nineteenth century efforts were made to 
establish largo scale works on the European model; but the 
scarcity of timber for making charcoal led to difficulties. In 
1870, the Barakar iron work^ were set up near the Itaniganj 
field when coal was utilised for smelting purposes. In 1889 
these works were taken over by the newdy founded Bengal Iron and 
Steel Company. In the present century rich deposits were 
discovered in Orissa and far-reaching developments took place 
in 1907, when the Tata Iron and Steel company was established. 
The production of iron ore was about 50,000 tons m 1900. It 
increased to the annual avarage of 1J million tons in 1930. In 
1946 it was about 2.4 million tons. Our iron deposits are 
situated near the coal mines. Hence pig iron can be produced 
at a very low price. All iron ore deposits lie in the 
Indian Union. 
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Manganese 

This* is a very useful produce for many trades. It is used 
in the production of plastics, enamel, porcelain, chemicals, 
plasties, and many other things. The biggest consumer is the 
steel industry. India is the largest producer of this material 
after Russia. 

It is chiefly found in Madhya Pradesh, Bombay, Mysore, Bihar 
and OrisMi; but its production began in 1892 and rapidly increas¬ 
ed at the end of the century after the opening up of the high 
grade deposits of the Central Provinces. The exports in 1900 
Merc 92,000 tons, which in 1907 increased to over 900,000 tons. 
The production subsequently declined to over 700,000 tons 
before 1914. In the war period production increased. Nearly 
80 per cent, of the total production of manganese is exported. 
In 1926 the production came to over one million tons. 

Mica 

At the end of the nineteenth oontury, mica was produced 
in Bihar and Madras from where it was exported in a crude form. 
Near about 1921 its production was doubled, rising from 16,000 to 
33,000 cwt. The development was rapid, when in Europe the 
demand for mica increased by 1905. At this time, India produced 
more than half the total world’s supply since when Brazil has 
become n great competitor. In 1926-27 its production increased 
to 42,000 Cwt ., while in 1946 the total output was about 
129,000 Cwt. Most of it is exported, but there is no reason 
why it should not be prepared for market in India. 

Gold 

Its production is widely distributed in the country, but the 
Colar gold fields in Mysore produce the largest part. In 1900 
the production from these fields was 513,000 ounces. Early in 
this century, the Hutti mine in Hydrabad was opened and 
methods of production greatly improved. 

Monaxite 

Its deposites were found in Travancore in 1908-09. They 
w ere initially exjiloited by a German firm. Other deposits were 
discovered in Madras and Cochin State and production rose 
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from 1200 tons in 1913 to over 2000 tons in 1018, but subse¬ 
quently it. declined considerably, 

Chromite is used for war purposes. It is largely produced 
in Mysore, Bombay and Madras. There is very little home 
demand for it, which should increase with the manufacture of 
aeroplane and motor cars. 

Magnesite is produced chiefly near Salem in Madras. It 
is used for manufacturing cement, tylcs and bricks for furnace 
linings. Its production is limited. Till recently, it was almost 
entirely exported in crude form, mainly because sulphuric acid 
with which it has to be treated is dear in India. 

Salt is obtained in India from sea water in Madras, and 
Bombay, from lakes in Rajputana and from the salt range and 
Kohat mines of the Punjab. The latter resources have now gone 
over to Pakistan. It is highly useful for making chemicals and 
is universally in demand for cattle and human consumption. 
Its imports are about 25 per cent, of tho total consumption. It 
is subject to a duty whioh is an important source of revenue. 

The above are the chief mineral products in India developed 
on a commercial scale. There has been a great increase in the 
demand for minerals and mineral products in the present 
century, which could not be met by home production. Some 
products like manganese, mica and magnesite aro produced 
mainly for export and are used in tho country only to a very 
limited extent. Considerable progress has been made since the 
beginning of the present ceutury because of the introduction of 
modem methods of production. 

Power Resources 

The industrial piospority of a country depends upon an 
adequate supply of cheap power. India’s principal power re¬ 
sources are coal, petroleum and hydro-electricity. Alcohol is 
also likely to occupy an important plaoo, foj' it can be produced 
as a bye-product of the sugar industry. At piesent it is of little 
importance as power for industry. India's coal supply is con- 
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ccntrated in on© area, while petroleum is produced in Burma 
which is now a separate country. Thus petroleum has got to 
be imported at present. The expense of transporting coal to 
areas like Bombay and Madras is a heavy burden on all large 
scale industries. In the case of the jute industry in Bengal and 
iron and steel industry in Bihar, there is an adequate supply 
of suitable power owing to the availability of coal in the neigh¬ 
bourhood. The cotton industry of the Bombay presidency 
originally depended upon coal which was imported from Europe, 
and later from America and also from Bihar. Subsequently, 
oil from the U.S.A., Russia and Burma was introduced. Oil is 
the chief source of power in South India. 

The possibilities of producing electricity from water have 
opened a new source of cheap and efficient power which is likely 
to revolutionise the industrial potential of our country. Its 
cost is usually cheaper than that of other sources and it can be 
economically transmitted to great distances. It can also bring 
about a dispersal of industries from congested places and it can 
help in the promotion of regionalisation of industries. It can 
do a great doal to promote the establishment of small scale 
industries in rural areas. In Japan and Switzerland, small 
scale industries are run by electricity and in India also it can 
serve as an important source of power for the reconstruction of 
cottage industries. Electricity can also be of great help in the 
development of transport. It provides a great scope for rural 
uplift in India. Water can be lifted from the wells at a very 
cheap rate as is being done in several states in India. In 
America and many European countries hydro-electric schemes 
have been linked with important river projects, and in India 
also there is great scope in this connection. 

India occupies an important place in respect of hydro-eleo- 
trie development. The first plant was installed in the last 
decade of the nineteenth century at Darjiling. The use of 
hydro-electrioity in the Mysore gold fields paved the way for 
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those schemes on the Western Ghats which are now of great 
importance to industry in Bombay. The Cauvery project in 
Mysore was completed in 1902, In the Bombay Presidency there 
are three electrical installations fi om which electricity is supplied 
to Bombay mills and railway trains at a very low cost. The 
Lonavala, Audhara Valley and Nila Mula schemes have a 
combined capacity of 240,000 horse power. 

The Mandi Hydro-EIcctric Works in the East Punjab have 
a capacity of 118,000 K.W. In Uttar Pradesh, the grid system 
generates power from the Ganga canal system and supplies 
electricity to the principal towns in the State. Tn Kashmir 
the river Jhelutn was utilised for generating electricity to supply 
power to Baramula and Srinagar. The installation is capable 
of generating 20,000 units of electrical horse power, which is 
used for lighting purposes and for the silk factory in Srinagar. 
In Madras, the Mettur and Pykara works have already been 
constructed. 

India has immense water power resouices which are 
estimated at 30 to 40 million kilowatts, of which half a million 
kilowatts or 15 per cent, have been utilised. The great difficulty 
is the high capital cost of hydro-electric projects, coupled with 
the seasonal nature of the rainfall. Either the factories should 
stop during the hot “weather or huge sums of money must be 
spent on building w^ater dams to retain the water supply during 
the dry season. There are reasons to believe that under the 
best conditions and on a large scale, electricity can be generated 
more cheaply. First ly, though the capital cost is greater than 
that of the steam driven plant, the running cost is much less. 
The total cost of running an installation is a fixed sum per 
annum and does not depend upon the amount of the electricity 
actually generated. The cost per unit will depend upon the 
extent to which full use is made of the installation. The 
Munitions Board calculated that under the best possible 
conditions, electricity could be delivered at 0.1 anna per 
unit in India. 
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Other important problems are those relating to better 
distribution of industries, consuming electricity and the co-oidi* 
nation of Hvdro-electric works with irrigation works, Electric 
transmission can be extended up to 250 miles, which means that 
industries for long distances can bo /served by cloctrioitj from a 
central place. 

Electricity is yet unknown to the common man in Indio 
and its /supply is confined mostly to the urban areas and to n 
few rural areas. Canada has an installed capacity which is 15 
times that of ours and Russia’s capacity is 45 times that of ours. 
Even small countries like Norway, Sweden and France have a 
capacity each, ranging from live to ten times that of India. 
The per capita consumption of electricity in India is 9.2 K. W, 
as against 1660 K. W. in America anl 4000 K. W. in Canada. 

At present, a large number of multiple projects are under 
construction, In the East Punjab, theNangal and the Bhakra 
Dam Projects are under preparation The tormei provides for 
& barrage across Sutlej about 40 miles from Rupar. The first 
power house will be located 12 miles from the barrage whore a 
98 feet fall will bo utilised to produce electucity. Another 
power plant will be installed 6 miles from Anaudpur. The project 
is expected to cost about Rs. 22 crores. The Bhakra dam 
project is likely to cost about Rs. 70 crores. In Uttar Pradesh 
also preliminary exploitations have been done in connection with 
two important projects in Garhwal district whose oost will be 
about Rs. 25 crorey. Thoie is the Rihand scheme under which 
a dam will bo constructed across the river Rihand near Pipri 
in Mirzajmr district. This will involve a cost of Rs. 29 crores. 

In Bihar, the Kosi project is important whose cost is 
estimated at about Rs. 90 crores. A Dam will be constructed 
in Nopal, about 350 feet high. There is the Damodar Valley 
project whioh will cost about Rs. 55 crores. Und^r an Act of 
the Central Government an autonomous Corporation, called the 
Damodar Valley corporation has been sot up, In addition to 
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these major schemes there are several minor schemes also. 

It will be necessary to take a long view of India’s needs 
in respect of power, and monopoly of power resources by private 
individuals has to bo prevented. State corporations have to be 
set up for thispirpose. In modern scientific industries power 
must be really cheap. There must be planning regarding the 
localisation of industry, the establishment of byo-industrv and 
he consumption of electricity. 

THE GEOGRAPHICAL DISTRIBUTION OF 
INDUSTRIES. 

From early times, simple articles to meet the needs of 
people lia\e been produced locally in Tndia, The village handi¬ 
crafts are scattered all over the country, and include textile 
goods, wood, metal, pottery and work connected with the 
ordinary agricultural products like the grinding of grain and 
Migar pressing. In the past, the demand of the masses for 
industrial products was limited. In addition to the production 
of simple goods for local consumption, there has been, since 
the earliest times, a certain amount of localised manufacture of 
specialities and luxuries for export and for consumption at 
the larger urban centres. Unul the second quarter of the 
nineteenth century such manufactures included a great variety 
of cotton piece goods of very fine quality. In addition, gold 
and silver ornaments and vessels, sandalwood boxes, and 
artistically wrought metal goods were also produced. The tools 
of production were as simple as those employed in industries 
serving a purely local market; but these industries were con¬ 
ducted on a commercial scale. Many of the artistic and export 
industries decayed during the nineteenth century because of the 
loss of the custom of the courts and the invasion of the Indian 
markets by foreign goods. Such industries are still carried on 
throughout the country. They are centred in the places where 
Staw materials are available. The modern large-scale industries 
are mainly concentrated in definite areas. Bengal and Bombay 
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are such areas where industrial production is carried on for a 
large market. The former is the oentre of the jute industry 
and the latter of the cotton industry. These areas also possess 
a number of subsidiary industries. The iron and steel and 
engineering industries are centred in Bengal and Bihar. 

Kanpur possesses the textile mills, leather, k sugar and 
brush factories, chemical works and boot factories. Madras has 
up to date textile factories. The chief commercial centres are 
also mainly at railway junctions like Kanpur; Delhi, Banaras 
and Mirzapur. The plantation industries are highly localised in 
sparsely populated areas. The tea plantations are located in 
Bengal, Assam and South India, coffee and rubber in the South 
and indigo in Bihar, Madras and Uttar Pradesh. 

The position of large-scale industries is determined by 
transport facilities and by the availability of raw materials. 
Nearness to a Rource of industrial power is usually a secondary 
consideration. The iron and steel industry is situated near the 
coal fields, which is due to the fact that rich iron oro is available 
in the area. For the development of heavy and chemical 
industries, power will play a very great part and new industries 
may have to be concentrated in the neighbourhood of the 
sources of power. 

The above survey of our physical and industrial resouroes 
indicates that nature has been very generous to us, but they 
have not been adequately utilized so far so that our per capita 
income and wealth production are low. Our mineral resources 
are rich, though there are deficiencies in certain respects. Soils 
are fertile whore varied crops oan be grown an] the geographi¬ 
cal situation is very favourable. Man has, however, failed to 
take advantage of the generosity of nature. Till recently, the 
existence of a foreign government implied the utilisation of 
these resources to our disadvantage. India is also rich in 
human resources; but there is a great waste in this respect also 
on account of ill-health, ignorance, illiteracy and unemplyment. 
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The adverse influence of social conditions is also apparent. It 
is, therefore, necessary that our physical and social resources 
should be planned properly and utilised in an effective manner 
feo that the living standards of the masses may improve, and 
India maj r occupy her rightful place as an economically 
important country. 



CHAPTER III 

ECONOMIC CONSEQUENCES OF PARTITION 

At this stage we may consider the effects of the partition 
of the country on the oeonomie development of India. We in 
heritod from the British a shattered economy, which reoeived a 
set-back as a result of the War. Independence brought parti¬ 
tion with it, which oausod a gicat shock to our economy. The 
resources of the country were diverted to the prosocutiou of 
War between 1939 and 1943. This put a groat strain on our 
economy with the result that in the Bengal Famine of 1943 11 
million people died ol' start ution. There were shortages in other 
directions also. Our productive capacity al ,o suffered, because 
provision for renewals and replacements of machinery and lived 
capital could not bo made. Investment also suffered, because 
the middle class investor could not malm both ends meet with 
continuously rising prices, which brought black markets and 
corruption in their wake. Partition came in the wake of this 
war-shattered economy, and it brought about fundamental 
changes in the economic structure of the country. 

The division of any country would give rise to economic 
problems. Before partition, the different parts of the country 
were interdependent, and economic activity was pursued on the 
basis of the combined resources of tho entire country. Partition 
gave rise to new problems. The strategic and economic needs 
of the two Ktates may require a division of labour fundamentally 
different from tho existing one. They may also have to follow 
different instruments and methods to achieve their economic 
ideals. Problems of labour, taxation, trade, industry and 
linance may have to be treated differently in the two States in 
accordance yitli their economic needs. It will be perfectly 
natural for Pakistan to develop her industry; while India would 
lay emphasis on making her cotton and jute industries self- 
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sufficicient in rgspecfc of industrial raw materials* To earn 
foreign exchange, Pakistan would have to make efforts to 
increase her export airplus of agricultural produce, which she 
has in abundance. The economic policies in the two countri es 
will have to be shap ed to suit their new econom ic pattern s. 
These adjustments must take time- Meanwhile, there is great 
scope for co operation in respect of trade, tariff, and industrial 
and currency policies. This co-operation may be hampered by 
the existence of \ostecl interests and by the bitterness with 
which partition was effected. And in fact, these factors have 
affected the economic relations between the two new States up 
to now. 

The full effects of partition have to be judged in the light 
of the economic iesources of the two States. Geographical 
factors in relation to area and population have a great bearing 
on the economic futuio of the two countries. Partition has led 
to an uneven distirbution in rospect of area and population. 
Out of the total area of 15,81,000 sq. miles of undivided India, 
the area of the Indian Union is 12,20,000 sq. miles and of 
Pakistan 3,61,000 sq. miles. In 1948, out of a total population of 
417 millions of the two countries, India’s population was 337 
millions and that of Pakistan 80 millions. Thus India has about 
81 per cent, of the total population and about 77 per cent, of 
the total area and population of undivided India. The 
density of population per square mile in India is 276 as against 
222 of Pakistan; but the density of population in East Bengal is 
774 as compared with 93 of West Pakistan,* Urban population 
in India is larger than in Pakistan. In Bengal, an area of 
51,000 sqvtare miles has gone to East Bengal, while 25,000 
square miles of area have remained in West Bengal. Out of a 
total population of about 60 millians, the population of East 
Bengal will be about 40 millions. That means that about 
0 per cent, of the area of Bengal has gone to Pakistan, 
’hus two-thirds of the area and population of Bengal have 
* C N. Vakil, Economic Consequences of Divided India, page 24, 
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seceded to Pakistan. In the Punjab, out of a total of 99,000 
square miles about 62,000 or 62.86 per cent, of the area has 
gone to West Pakistan. About 56 per cent, of the popuK^ion 
remains in the West Punjab and about 44 per cent* in East 
Punjab. 

Agriculture 

With regard to the effect on agriculture, the position is 
this. The beet available facilities in respect of irrigation have 
been lost by India to Pakistan as they were concentrated in the 
West Punjab, which is now West Pakistan. Out of 70 mil lion 
acres of irrigated laud in undivided India , the Indian U nion ha s 
been left with 48 million acres or 68 per cent, and Pakistan has 
got 22 million acres or 32 per cent. The proportion of irrigated 
to net sown area in Pakistan iH larger than that in India. The 
best irriqational facilities kave gone over to Ifest Pakistan. Of 
the total irrigated area of undhided Punjab, 65 per cent . goes 
to Pakistan and about 76 per cent, of the pow t h area in West 
Pakistan has irrigational facilities as compared with 22.5 per 
oent. in States A and 13.6 per cent, in Slates B in India. Hence 
the yield per acre of crops in Pakistan is higher than in India. 
The yield per aero of wheat in India in 550 to 650 lbs. as agai^t 
750 to 850 lba*. in Pakistan. The yield per acre of cotton in 
Pakistan is 170 lbs. as against 100 lbs. in India. Of the total 
irrigated area under cotton in undivided Tndia, Pakistan had 66 
per cent, in 1938-39 and 80 per cent, in 1946-47. As a result of 
this, Pakistan has an assured agricultural output, while India 
depends on the vagaries of the monsoon. 

The problem of food shortage has been aggravated in India 
as a result of partition. In 1948 India imported 2.8 million Ion# 
of foodstuffs at a cost of Rs. 130 crorcs, and in 1949 she imported 
3,7 million tons at a cost of about Its. 150 crores. Tho Bombay 
Conference of Pood Ministers has fixed the import target for 
1961 at 3,7 million tons. Food imports account for more 
than 60 per cent, of India's deficit in her balance of payments 
with foreign countries. The food shortage has led to high 
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prices tod inflation. The output of food crops in India has 
remained more or less stationary since 1942; hut the population 
has increased from 318 millions in 1941 to 347 millions in 1950. 
Ordinarily, West Pakistan has an export surplus of .5 to .7 
million torn of wheat and about 1,50,000 tons of lice. Asa 
result of partition, the food shortage in India has increased by 
about half a million tons. 

India has also become an importer of raw jute and raw 
cotton to the extent of about 5 million bales and one million 
bales respectively. India has to divert land under the culti¬ 
vation of these crops. This has aggravated the problem of 
disequilibrium between the supply of land and the demand for 
it. Thus the position of the Indian Union in respect of both 
commercial crops and foodgrains was adversely affected by 
partition. The Indian Union lost 7(3 per cent, of the jute acre¬ 
age and 23 per cent, of cotton acreage, accounting in 1940 for 
about 80 per cent, and 40 per cent, of the respective total yields 
for undivided India. As regards rice and wheat, the Indian 
Union's production in that year was placed at 69 per cent, and 
65 per cent, respectively of the total for undivided India. * 
v ^ In respect of the share of mineral resources, India enjoys 
a favourable position; while Pakistan is deficient in respect of 
them. India depends upon Pakistan for the supplies of gypsum 
salt, antimony and sulphur; but after partition gypsum supplies 
have been found in Saurashtra and Rajputana and of salt in 
Himachal Pradesh. India's coal resources are estimated at 
60,000 million tons and workable resources amount to nearly 
16,000 million tons which cto last for about five hundred years. 
The high grade metallurgical coal resources are only of the 
order of about 500 to 700 million tons. They are necessary for 
iron and steel and coke ovens, and it is necessary to conserve 
them carefully. Pakistan is poor in coal resources, which are 
ostimated at about 300 million tons; while the workable re¬ 
sources are only about 105 million tons. India has iron ores 

“Report oa Gwirrcacy rwul finance for 1948—49, page 66. 
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also, while Pakistan is poor in this respect also. Manganese, 
magnesite and mica are in the Indian Union. Pakistan has salt, 
saltpetre, gypsum and lime stone, which are not of great ira* 
portanoe from the industrial point of view. 

Power 

Petroleum is found in West Pakistan. As regards water 
power resources, undivided India was second only to the 
U* R. S. R. The position of India is the same after the parti¬ 
tion. The potential water power capacity of India is put at 
30 to 40 million kilowatts, but only half a million kilowatts have 
been exploited. The total water power resources of Pakistan 
are only about half a million kilowatts, of which only about 
10,000 kilowatts have been utilised for power production. The 
sites for the development of water power resources of Pakistan 
are in Kabhmir. Hence the future dove’opmout of hydro-electric 
power in Pakistan will depend upon the position of Kashmir, 
Rivers flow into Pakistan from Kashmir. The East Punjab 
Government contemplates the do*elopmmit of Hi* Bhakra project 
for irrigation and electricity, blit Pakistan docs not want it as 
according to it, the flow of water into West Pakistan for irriga¬ 
tion will be reduced. Hence there is a major water power 
dispute between India and Pakistan for the settlement of which 
India has suggested a mutual invest motion, but Pakistan debiros 
to settle it through the International Court of Justice. 

Industrial Resources 

While Pakistan grows over 70 per cent, of the raw jute 
produced in undivided India and about 40 per cent, of the long 
and medium staple col (-on of undivided India, Pakistan has no 
jute mills, and out of 394 cotton textih mills of undivided India. 
Pakistan has only 14. Pakistan produces a major portion of 
the world’s supply of raw jute; but India is tho main purchaser 
of this raw jute as she has 57 per cent, of tho jute looms of the 
world in her territory. Hence ilie prosperity of the cultivators 
in East Ihngal depends upon the fortunes of the Indian jute 
mill industry. This is evident from the experience of the Indo- 
Pakistan trade deadlock in tho post-devaluation period. 
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Pakistan produces the best varieties of the long and medium 
staple cotton because of the larger irrigated area. Indian mills 
require about 4 million bales of raw cotton of which Pakistan 
used to supply .5 lakh bales of the long staple cotton and .7 
million bales of medium staple cotton. In the ootton season 1949- 
50, Indian mills could not import any cotton from Pakistan 
and even in the interim agreement which was to be operative 
between A\ml and July 1950, no provision was made for raw 
cotton imports from Pakistan. Woo], hides and skins are also 
produced in Pakistan; but these raw materials are purchased by 
Indian mills. All the 97 jute mills of Bengal are in the Indian 
Union. In the iron and steel industry, the five large concerns 
of Bengal are in West Bengal, there being only two rcrulling 
mills in Lahore. Out of about 153 sugar factories, Pakistan 
has about 77. In respect of cement, India has 16 concerns, 
while Pakistan lias only 3. In glass, chemical, match, etc., 
the share of Pakistan is small. Of the total industrial workers 
of undivided India, 2.11 per cent arc in Pakistan as compared 
with 97.89 per cent in the Indian Union. Thus the Indian 
Union has a great advantage over Pakistan in respect of the 
industrial potential. A large part of industrial production and 
mineral resources of India lies in the Indian Union. 

Pakistan depends upon India for selling hor raw materials 
like jute, cotton, raw produce for paper, wool, mineral oil and 
soda ash. Through trade and fiscal measures Pakistan is 
diverting some of them to foreign countries; while India is 
cither increasing their supplies in her own territory or import¬ 
ing same from foreign countries. 

Important changes are necessary to be made in respect 
of industrial planning in India. In place of the concentration of 
industries in important towns, there should be dispersal owing 
to economic, strategic and commercial reasons. For instance, 
before the second World War, 00 per cent, of the industrial 
population of India was concentrated in the three big cities of 
Bombay, Calcutta and Madras. The Department of Planning 
and Development had plans of changing this pattern of the 
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location of industries. The partition has necessitated a change 
in that pattern. On strategic grounds, industries should not he 
concentrated in a border State like the East Punjab. 

In respect of transport, out of a total route mileage of 
41,149 in undivided India, railways in Pakistan accounted for 
6,932 rout© miles or 17 per cent and those in India 34,157 or 83 
per cent, Immediately after partition, there were difficulties 
of railway staff in both countries. The railways were also called 
upon to move refugees in either direction. In India, during the 
two months after the partition, about 3 million refugees had to 
be moved, which implied looking up transport and resources 
which could have been utilised for the economic development 
of the country. 

India’s foreign trade is also undt rgoing a change both in 
respect of nature and direction. Before the War, raw materials 
were exported and manufactured goods wore imported. Now 
53 por cent of Indian exports consist of consumer goods. After 
the partition. India has become a n_Jrnporber of raw c otton_and 
raw jute and she must con c entrate on the main e xporting in¬ 
dustries to get these raw materials and to earn foreign exchange. 
India must qlso concentrate on capital goods industries. 

Balance ojF Payments 

In respect of foreign trade, India has had to face the 
problem of deficits in the balance of payments position with 
foreign countries. By March, 1943, India’s sterling balaxmea 
had accumulated to the extent of Rs. 1,733 crores. We had a 
surplus credit worth Rs* 115 crores in 1 he Empire Dollar Pool 
to our account. Thereafter large import became necessary to 
meet the pent-up demand, to provide for development schemes, 
to purchase foodgrains and to replace the capital equipment. 
Partition affected adversely India’s capacity to earn foreign 
exchange. We had to purchase industrial raw materials like 
jute and cotton at high prices from Pakistan and capital goods 
from foreign countries. As a result of the deficits in the balance 
of payments position between 1946 and 1949 to the extent of 
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Jfa. 4J& erores, our sterling balance* were reduced considerably* 
We bad ateo to transfer to Pakistan her share of the sterling 
balances and we had to pay tho capitalised value of stores and 
pensions to the United Kingdom. In addition, It*. 187 crores 
had to be given to Pakistan as her share in the assets of the 
Reserve Bank of India. It was determined in proportion to the 
return of India rupee notes and tho proportion that these returned 
notes bore to the total amount of note? in circulation hi undivided 
India. In September, 1919 our sterling balances came down to 
Rs. 776 crores-; but after devaluation they improved to Rs. 859 
cioies in Mar'di, 1950. 

The partition of tho country lias led to the merger of 
States in tho Provinces and the creation of State Unions. As a 
te3ult of this unification of tho country, the beginnings of a 
uniform administrative and economic system have boen laid. 
The integration of the States is a great achievement in the 
interest of tho economic dovo’opment of the country. Accurate 
economic data about the State3 is lacking, and for some time, 
their net contribution to the economic development of the 
country may even bo negative; but in tho long run, tho 
contribution of this unification will be great. Their economic 
resources have to bo developed property. Although their 
position is not very happy in respect of agricultural resources, 
their mineral resources are rich. The Rajputana States pro¬ 
duce mica and gypsum and Travancore is the sole producer 
of monazito and zircon, which have a strategic value. Gold, iron 
ore and coal are found in Hyderabad and Mysore. Thus the 
administrative unification of the States will have important 
effects upon tho economic development of India. 

An analysis of the economic situation given above indi 
cafces the great interdependence of both countries on each other. 
There is great scope for co-operation and for interdependence. 
Bpth countries are likely to experience shortage in one respect 
|he other. If India will experience food shortage and will 
lc fc to Pakistan for the supplies of food grains, there will be a 



40 


EVOLUTION OF INDIAN ECONOMY 


shortage of consumers * goods in Pakistan as also of mineral 
resources. Pakistan will also liavo a shortage of industrial 
equipment. Both countries will have to plan their economic 
resources properly; but in the case of Pakistan the main diffi¬ 
culty will be tho absence of geographical contiguity. The 
East Pakistan is at a great distance from West Pakistan*and 
the resources of the two parts may have to be developed 
independently. Pakistan will have to depend on outside 
resources for essential commodities like coal, paper, jute manu¬ 
facturer and iron and steel and there will be a general deficiency 
of consumers’ goods also. Even in developing industidos for 
which there is scope, there will be the difficulty oF the mineral 
resources, and further, Pakistan will have to import a large 
quantity of capital goods. She will, therefore, need large 
amounts of foreign exchange which she can gob with the help 
of her agricultural surplus. She must, therefore, give a high 
priority to the development of agriculture in order to secure 
the necessary foreign exchange for importing capital goods. 

The industrial potential of the Indian Union is great; but 
her agricultural position is woak. The fact that cotton and 
jute iudustries import raw materials from Pakistan makes India, 
to a great extent, dependent on that country in respect of the 
development ol these industries unless a high priority is given to 
the growth of raw cotton and jute in the Indian Union 
as is now being done on account of the non-dovaluation of the 
Pakistan rupee m terms of the dollar. India has to make great 
efforts to make herself self-sufficient in respect of foodgrains. 
Thus both countries have to depend on one another for the 
development of their economic conditions and owing to natural 
and physical resources and geographical situation their economies 
are complementary rather than competitive. Hence mutual 
exchange of commodities between the two countries must 
continue, if their economic development is to proceed along 
sound lines. 

Unfortunately this has not been possible so far. Trade 
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agreements have been entered into in the past between the two 
countries* Non-devaluation by Pakistan created fresh economic 
problems for both coun tries, and both have suffered thereby. 
Pakistan's decision to maintain the parity of its currency with 
the dollar implied an appreciation of Pakistan rupee in terms of 
the Indian rupee. The prices of Pakistan products consequently 
rose by 44 per cent, for Indian buyers. This created serious 
problems, particularly for the jute and cotton industries of 
India. It was not possible to work the jute mills at a profit, if 
the raw material had to be purchased from Pakistan at a 
premium of 44 per cent, to Indian money. Even prior to devalu¬ 
ation, American consumers were using substitutes for jute bags. 
Hence it was not possible to raise the prices of jute products 
by Indian mills to cover a higher cost of the raw material. 
This applied particularly to markets in countries which had 
devalued their currency by the same margin as the Indian rupee. 
The Indian Jute Mills Association, therefore decided to suspend 
the purchase of raw jute from Pakistan. Trade with Pakistan 
came almost to a standstill. India levied export duties on certain 
commodities as part of the post-devaluation measures. This 
affected India’s exports to Pakistan. In Pakistan also, new 
import duties were levied on Indian goods. These hurdles 
affected the trade between the two countries adversely. There 
was an additional difficulty of remittances through the banking 
system. In December 1949, India stopped ooal supplies to 
Pakistan temporarily, because Pakistan detained Indian owned 
jute in transit from Assam. That means she detained jute 
which was claimed to have been purchased in Pakistan prior to 
devaluation. As a result of these measures and counter 
measures, trade between the two countries suffered considerably. 

REFUGEE PROBLEM 

The partition of the country led to the rise of the refugee 
problem unprecedented in the history of the world. Approximate¬ 
ly about 6 million persons migrated from West Pakistan to the 
Indian Union and about 4 million persons migrated from East 
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Pakistan. Thus about ono crore people migrated from Pakistan 
into the Indiau Union. About 0.4 million persons migrated 
from tho Indian Union to Wo.jt Pakistan. * This migration 
of population hay given rise to many difficult problems in both 
tho countries, problems relating to bousing, employment, etc. 
In tho biubv't for 11)50-51 a small surplus on revenue account 
was anticipated by the Finance Minister of India ; hut a larpc 
deficit is expected on account, of the refugee jnoblem, ami 
efforts are being made to rcdiKo expmditnro as far as possible 
iri other directions to meet tho situation. In Pakistan, fi°s|\ 
taxation proposals Imd to bo lntioiluecd involving Ps. 2.10 
or ores in tho supplementary budget for 19o0-51. Public opinion 
in India doej not look with equanimity on the poTihmty ol 
mutual eo-opcintijji between tho two GUncrnnionis iui^juvi 
of the solution of the pi'n) lem. The contn ucd mirnlionof 
people into India from E« 1 Pakistan in p«P of tie' Delh* 
Pact has given rise to the b'hef in eerlem ij i nltus e, the 
Indian Union Hint Pakistan lies no- ^em since lul in in 1 pie 
menting tlie minority pact m its I rue spoil r lhe<.umne 
propelty problem has aPo not been settled nilh eisi^euuen 4 
feelings of bitterness among the refugee*. In some quarter 
the idea lias be^n seriously deluded Unit there must, be a com 
pulsorv exchange of population to soh e tho refugee problem. 
This vieu is beinu stoutly resisted by tho Gn\ eminent of India, 
for India is a secular democracy. 

The refugees have to be resettled both in India and in 
Pakistan. The chances of getting computation from Paid dan 
at an early dale and to an a'P-piU* extend do not seem 
to be bright. lienee sanctions have been made in Indie 
to protide compensation to the rrfuaec* by means of a 
levy. Such steps might amiravato the m*l itionm * r pre^ure on 
Indian economy. Tin \ me) also h nnoej the economic develop¬ 
ment of The country by involving large transfers of purchasing 
power for purposes of current eomsumptitm. Adequate data 

* C. N. Vakil, Economic (Juusrqvcncts o r Divided India Page 527. 
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,bout the necessary amount in also not available. The pace of 
conomki development .should be accelerated to solve the 
jroblom of rehabilitating the refugees in the national interest. 
Displaced persons should get employment as early as possible. 
Por resettling refugees, international financial assistance should 
dso ho sought. International loans were granted liberally for 
resettlement programmes in European countries, mid organisa¬ 
tions like the Tniernational Monetary Fund and the World Bank 
should find out ways and means to assist the financial task of 
resettling the refugees. They arc limited by their charters in 
extending direct help for such purposes; but the United 
Nations Organisation should malm financial ariangemonts to 
facilitate the solution of this problem. 

It is thus dear lint the division of the country affected 
iho economy both of India and Pakistan to a great extent. 
There i* consideral^e scope, and even need, for co-operation in the 
economic sphere. The effects of geography and contiguity can¬ 
not bo ignored without loss to the economy of both countries. 
In caHC, Pakistan follows a policy which is disadvantageous to 
India, the Government of India have to evolve an economic 
policy in which she must, lay a great emphasis on the develop¬ 
ment of agricultural resources, particularly in respect of an in* 
cicaso in tlic production of foodgrains, and raw cotton and juto. 
Thus she must give a great priority (o agricultural development. 



CHAPTER IV 

ECONOMIC ORGANISATION OF INDIA AT THE 
BEGINNING OF THE NINETEENTH CENTURY 

In the nineteenth century there was an enormous revolu¬ 
tion in the methods of transport. The result was that the 
whole world was converted into one market, and a set of thingB 
came into existence under which the old economic units were 
superseded. The forces leading to a change in the economic 
conditions worked together in all countries. These changes 
were originally brought about in England; but they radically 
affected the economic structure of the entire world, and India 
was no exception to this rule. The impact of these forces 
began to be felt in the Indian economic structure in the nine¬ 
teenth century. It is verj difficult to my when these forces 
exactly began to bring about the necessary changes. It is not 
possible to separate the different stages by a clear demarcation 
line in any country of the world, much less is it possible in the 
case of India, where different social and physical conditions 
exist, 

An important cause responsible for the changes in India 
was the establishment of British rule, which in itself web a 
slow and lengthy process. The introduction of a new revenue 
B) stem and a new system of judicial administration was another 
important factor. These administrative changes began to be 
introduced towards the beginning of the nineteenth century 
and they were slowly changing the old Indian economic struc¬ 
ture. Perhaps by far the most important factor responsible 
for the economic chauge in India was the establishment of the 
railway system as a result of which India came into eoonomio 
contact with other countries of the world. The impact of the 
methods of production and exchange prevalent in the west 
began to be felt in Indian trade and industry. This factor 
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affected the organisation of Indian industrial society to a great 
extent. 

To appreciate these changes it is neoessary to describe 
the old Indian economic struoture or organisation. An impor¬ 
tant feature of Indian economic organisation in the beginning 
of the nineteenth century was the predominance of agriculture . 
According to the census of 1872, G8.5 per cent, of the adult 
male population in India derived their livelihood from land. 
Even these figures do not bring out the overw helming importance 
of agriculture, because even that part of the rural population 
which was engaged in industry carried on agriculture as a 
subsidiary occupation. The village was the really important 
economic and social unit m India. It differed in site in different 
parts of the counts. The economic condition of the peasan¬ 
try was not the same in all parts of India. In the Bombay 
Deccan for instm <\ the ordinar r peasant was well off, but in 
othei parts, his condition vas miserable. On the whole, it was 
depressed. The perm in nt settlement of Bengal did not protect 
tho small p msants from the exploitation of the zamindar and 
in other parts land revenue assessments were heavy.* The 
revenue assessments were heavy in the Bombay Deccan and 
also in the Madras Presidency, and they had to be reduced 
subsequently. 

Another aspect of the old Indian economic structure in 
the first half of the nineteenth century related to the internal 
communications which were extremely defective . Country roads 
did not either exist, or even if they existed, they were in b very 
unsatisfactory condition. There were navigable rivers like the 
Indus and the Ganga and a few improved roads. Thus in the 
north, the system of communications was not as bad as in the 
south. In Madras, for instance, at the beginning of the century, 
roads did not exist in the Presidency and the attempts made by 
the East India Company were meagre as compared with the 
area. The roads could enable carts to move only in dry weather 

* R C Dutt, India in the Victoiian Age, Part 1. 
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with light loads at a very slow pace, but they were unbridged 
and in many cubes unfit to stand the clients of wheeled traffic in 
the rainy season. Hence 1 lie rates ol <ariiagc were extremely 
high and trade suffered confidenthly. This lack of adequate 
means of coinn mincHt km di I not only affect the export trade 
adversely, Imt aim the internal trade. Bulky and cheap gods 
could not he transported and trade was v< stiiot( d to the com 
uaratively light and valuable products litre also the trade was 
not Jam\ The ie>Jt was that even the art products of the north 
weie unknown in the south. In 1 SOB the evqui>be ^oapstoru* 
ware of Agra were not known in Bombay until bent to the 
Museum by the Liiuteinm (kneiner ol the Punjabi Thus 
even for tlio bo**i [unduet«. the rnaiket was e\tiemel\ limits d in 
the fmt half of tiie nineteenth e mtury and the hade mu 
reshieted with regard to the kind ol goods and also with regard 
to the dibtaneo traversed. 

dnothit Important anpict idtPtd to l?t( ‘peat vaiiitiion in 
j fWn,s in d Jin nit parts of the country. Tlieie were great 
duel nations m prices, particularly in respect of food-grains. 
Wlua roads and railways did not ovJ&t, the \aiiations in prices 
weiv immense. For imbmee, riee nt Salem, in Madras in 1832 
wns sold at 7c si \ i •> per rupee, but in 1833 it was sold at 33J seers 
nd |owai at Dhulm in Kliandesh fell from 19 seers in 1846 to 
h~A »seu-> in ls48. In the tinible famine in the North West 
Brovina s in 1833 the piico of wheat at Agra was 13J seers per 
rupee, but in Khandesh at the same time wheat was selling at 
61 seers a rupee.f Jn such conditions, local scarcity was 

turned into a terrible famine. 

Another important aspect of the economic oimutisation in the 
beginning oj tic nineteenth century in India ins the vide distri¬ 
bution, of the industrial population in the villages . The urban 
population was about ten per cent, of the total population, 
and, m many cn^es, the towns w T cre merely overgrown 

* Sec Ibi 1, pages 5 anil 6. 

t D R. Gadgil, The lndustual E\oIutiun of India, Page 5. 
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villages. They were places of pilgrimage, the scat of a 
court or commercial dep )N. Towns which owed their position 
and important)© due to I ratio were nol as important as the towns 
uhich were the scat of a court or centres of pilgrimage. Trie 
centres of pilgrimage were Hamuvs, Allnhnhml, Puti, etc. They 
enjoyod prosperity as lomr as the religion which gave them 
ihiportar.ee was widely prevalent. For instance, Uodh Oa\a 
declined in import mre* with th* disippe nance of the religion 
connected with the pliec. Mod oi ihn towns of pihiiimige 
a pined import mee duo to Hind i religion and t!v\y continue I 
10 be pro-o v tou , till lln' nuvtcfuih eentuiv, bul t heir n mihi r 
uas small. fne l nvn* w neli i * pm 'l unpmauv b^auso of the 
edablishm -lit of a e >i/f w\ i * Mio mod mmi wous. They declined 
m imoert. nu .i, 4 he ,upp >rl oi (ncion'r we wil lull awn. For ins¬ 
tance, !)e diidecaj^d when the Hniiu lod their power, while 
ih'apir’, ih ' imp >.■! rut town m lime-, of its prosperity in Indie, 
i *sl it i glory Menlv with the full of the Adil Slnhi dv nasty. 
The towns d *p sided on the nobFs and (heir dependents. The 
(owns wdiieh owed tlwir lirpodunee to t'vu'i p isition along tr ul* 
mutes were more stable than other -t. 

Thit s the /o.rns ?c r nj/i in<l I'lri'il ?V r//m Wu\ What 
it means i. that Ihoy did not owe Ilnur impnitmen to indudrie~> 
although important indu i r h*s we»o carried on in thmn. C%m lain 
industries always enisle 1 m o\cry (own, but th' v y depended on 
its nature, For mdunee, m Humus, hr in and copper wire and 
boll-metal Indus*’were i hi noil ml, They wer 1 vessels meant 
for holding th * sir*re [ wut w of the (Ja» f M or they were utensil j 
used in worship. In tire court tao»s, fl e luxury industries 
predoininut ™\. Th 14 weavi ig of (i ic textiles, the? wire and tirwd 
Indus'ry, embroidery, f»n r * roM and silver work, stone and wood 
carving and many other artistic Imidicrafl 1 bar! reached 
a stage of cxjdlm*' in t twin The goods used 
by tlv common people wire all pro Wen! in the villages. 
The (owns specialised m the luxury indu tn and in 
art warn iron Is. The prosperity of thc 3 e induct Hcm, 1 hereto; o 
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depended on the demand of the nobles and the court* The 
urban industry did n^t exist independently of the court. With 
the decline of the court urban economic life declined. The court 
of the Nawab of Lucknow disappeared in 1858, as a result of 
which the population of the town suffered a sudden decrease. 
The same was the case with Tanjore which declined in 1855. 

Jt may be pointed out that these features of Indian 
economic conditions in the earlier part of the nineteenth century 
were also prevalent in other countries in a similar stage of 
industrial development; but the form of the village community in 
India was jjeculiar. Ninety per cent, of the population lived in 
villages and the constitution of the village was the most im¬ 
portant factor in India’s soon I structure. The Indian village 
was a self-sufficient unit owing to the difficulty of communica 
tions. It was this self-sufficient structure of the village owing 
to which India’s civilization was preserved through the many 
changes which were brought about by the invasion and other 
factors. The main nxds of the community were locally satisfied. 
For commodities like salt, recourse was had to the outside 
markets. In small villages, luxuiies vere not procured in the 
village itself. Industries necessary to supply the ordinary 
needs of the village were carried on in the village itself. The 
village grew its own food, made its own implements, mould¬ 
ed its own domestic vessels and itB priests lived in it. It 
looked to the outside world for commodities like salt, spices, fine 
cloth ani coins. At the beginning of the nineteenth qentury 
when cash payments wore unknown, the village was singularly 
isolated. 

Artisans Village Servants 

The fact that the village was isolated and the artisans 
lived in the villages was nothing peculiar. What was peculiar 
was that the majority of the artisans were servants 
of the village. The artisans had their own plots of land 
which were rent free or for which they paid a reduced rent. An 
important source of the income of these artisans was the share 
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paid by each cultivator each year from the produce, In ex¬ 
change for this, the artisans had to render services to the 
cultivators. The carpenter repaired agricultural implements* 
and he was not given any further payment for this work. Pay¬ 
ment, of course, was made for making goods like the oart or the 
sugar press. The duties and dues of the artisan class differed from 
one part of the country to another; but everywhere the artisans 
hvere village servants. All the village servants were not artisans. 
The headman, the priest and the accountant were not artisans; 
but they were village servants. All the artisans also were not 
village servants. For instance, the weaver was not a village servant; 
but the artisans whose services were required by all members of 
the village community were generally the servants of the village. 
As a result of this feature, the Indian village community was 
' compact and the office of the village artisan was hereditary. It 
ensured continuity of services for the village, specially during 
times of trouble. This feature, however, impeded improvement 
in the methods of production. There was little scope for 
specialisation and division of labour and the artisans would not, 
therefore, be expected to get a hicrh proficiency. The artisan 
class had protection against outside competition. The cultivators 

♦ would nob buy pots from an outside potter, even though the 
wares of the latter were superior. The absence of external 
competition also led to the absence of localisation of industries. 
Localisation did exist in the case of artistio wares. In the 

* absence of division of labour, Indian rural industry was back¬ 
ward and the village community was the most important feature 

*pf the Indian village economio life, India was thus aloof from 
the outside world. 

Intermediaries in Land 

Anothei aspect of this period was an increase in the number 
ot intermediaries or middlemen between the peasants and the 
State, In the middle of the eighteenth century, the class of inter¬ 
mediaries came into existence. The central authority was becoming 
f weak and theie was much confusion of rights in land. The State 
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began to collect land revenue by giving contracts to the high©* 
bidder. The revenue contractors exorcise l a groat tyranny ove 
the peasants and their office subsequently became hereditary. I, 
1793 and onwards; the permanent settlement system w«as introdu 
ced under which rights of full proprietorship were conferred on tht 
land revenue farmers in order that the State might get a fixec 
revenue every year. The zamindari system came into existence, 
Tillers of the soil were not sure to reap the fruits of their labour. 
Hence in such conditions, the accumulation of wraith and capital 
suffered. Agricultural practices were simple and crude and lack of 
transport hindered the internal trade and famines were frequent. 
There were feudal relations between the landowners and the 
cultivators. 

Organisation of Urban Industry. 

The urban industry was carried on by hand. It produced 
fine textiles and other luxury articles for the aristocracy. 
Though it was limited in scope and extent, but it was the best 
organised industry. The products of Indian industry enjoyed a 
world-wide reputation. Those industries had a special merit. 
They not only maintained their high artistic standard, but they 
also never sacrificed utility. l)r. Watson remarks about them that, 
'The Indian taste in decoration is in the highest degree rciined. 
There is no waste of ornamentation, nor is there any lavish 
expenditure of ornament which so often purchased show at the 
expense of comfort.’ * The textile handicraft industry was the 
main industry. Of these industries, the cotton industry was 
spread all over the country. The Dacca muslin was the finest 
and it depended entirely on the existence of a court. According 
to Mr. T. N. Mukherjee, a piece of the finest muslin, 20 yards 
long and one yard wide c ould be made to pass through a finger 
ring and required six months to manufacture, f 

The fine cotton fabrics of all kinds were manufatured all 

*J. y. Watson, The Textile Manufactures and the Costumes of the People of 
India, page 5 (1867), qulotcd by Dr. Gadgil in the Industrial Evolution of 
India, p. 33. 

t A Handbook of Indian Product (1883J, quoted by Dr. Gadgil. 
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over the country. Lucknow, Abmedabad, Nagpur and Madras were 
'famous centres for the fine cotton fabrics of different varieties. 
The manufacture of woollens was also very important, 
Some of them were exported. Kashmir aliawls were unsurpassed 
in their artistic excellence. Originally this industry was confined 
to Kashmir; but the shawls wore in demand in the courts all over 
India. In about 1830, a great famine drove a large number of 
► the shawl weavers to the Punjab where they settled ultimately 
and began to ply their craft there. In the middle of the nine¬ 
teenth century, the shawls became popular in Europe and the 
industry in India gradually came under the control of the French 
trade rs who advanced money 1o the weavers and purchased 
their finished goods. The Franco German War hit the industry 
very hard by cutting off the French demand. Up to the sixties, 
this industry was perhaps the most flourishing art manufacture 
of the Punjab; but thereafter it decayed rapidly. The metal 
industry was carried on in places like Nosik, Poona, Hyderabad, 
Vizagapattam and Tanjore. Banaras was famous all over the 
country for its brass, copper and bell-metal wares. Many otlior 
metal crafts like enamelling and damascening were also carried 
on efficiently. In enamelled jewellery and stone carving, the 
1 towns of Rajputana had acquired a high reputation. Various 
forms of artistic handicrafts were practised throughout India at 
one place or another. In these handicrafts, there was a good 
deal of division of labour. It was, of course, not so minute and 

* 

complex as in modern times. Alongside this division of labour, 
there was localisation also. In every city, there was a full 
* complement of the different handicrafts. Some handicrafts were 
localised in different parts of the country owing to one reason or 
the other. Sometimes owing to the force of tradition a parti¬ 
cular craft became the monopoly of a particular city, for example, 
the marble work at Agra. The specialised goods were only 
those which required the highest skill in manufacturing 
them and their demand was local. The outside demand, except 
*in a few oases, was insignificant. This factor adversely affected 
the size of the industry and the development of its intern d 
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organisation. 

The urban Industry was nonthelessthe best organised. In 
tho villages also, industries were carried on by the village 
servants. But there was no specialisation in them and their 
economic organiation was primitive. On the other hand, in 
urban towns each craft was organised into guilds, which looked 
after the welfare of the members and the quality of their work. 
In some cases, the highest personage of the city wa9 made the 
titular head of the guild. Each separate guild was managed by 
a separate court of aldermen or mahajans. All the free men of 
the caste were the members of the guild; but the seths or lords 
had a special position which they acquired by hereditary right. 
Each independent craftsman worked to order and worked on the 
materials supplied by his customer. The urban industries in 
India were well organised, and generally they were in a flourishing 
condition in case their products were in great demand. ,r In short, 
at the beginning of the nineteenth century iJiey occupied a very 
favourable and important position in India’s economic acti¬ 
vities.”* 

The handicrafts were the luxury and the semi-luxury 
industries of India which were earned on in urban towns. As ’ 
pointed out above, there were the village industries also, which 
were carried on by the village servants class of artisana and also 
by classes like the country weavers and the goldsmith. These 
latter were spread throughout India and they met the primary 
needs of people and their organisation was very crude and simple. 
The urban industry, on the other hand, was highly organised* 
and confined to the higher class of products. A luxury industry 
in the village was rare; but in the towns there were some indus¬ 
tries which were similar to the village industry group. For 
instance, industries like cloth weaving and ordinary pottery 
work were also found in the towns as a general rule. Even in 
the case of such non-artware industries, the urban worker was 
better organised. There were certain other industries which" 

*Gadgil, The Industrial Evolution of India, page 37. 
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could not come in the above two categories. This group included 
the iron smelting of Mysore and Central Provinces, and the salt¬ 
petre making, the bangle making, the paper making, etc. These 
industries were localised. Rome of them required special know¬ 
ledge and organised working was necessary because of the 
peculiarity of their processes. Their specialisation in particular 
localities was due to the availability oi raw material. For 
instance, the iron smelting the saltpetre and the glass indus¬ 
tries were located near the plaoes of their raw materials. But 

their demand was wide and their products were, at times, of a 
high quality. 

Trade and commerce in the beginning of the nineteenth 
century v<re bimtu!. M<*rs of transport were, as already 
pointed c ut, impeifeet and crude. Agriculture was carried on 
mostly for subsistence purposes. Credit system was not ade¬ 
quately developed and there was a bewildering multiplicity of 
standatd coins in the country, winch hampered the trade con¬ 
siderably. Custom was the predominant factor in economic 
conditions an 1 the ca-te sy item, the joined family system and 
the peculiar social institutio u in India were responsible for 
the prevalence of custom. 

The economic organisation of the country described above 
which pievailed in the beginning of the nineteenth century was 
responsible for the stability of the economic? conditions. There 
was little scope for economic progress, for trade was limited and 
means of communication were imperfect and undeveloped. The 
village was an isolated and self-sufficient unit and local excesses 
and deficiencies in respect of the supply of food-stuffs, in parti¬ 
cular, were specially felt. These conditions led to the severity 
of famines in w f hich untold suffering was caused to the people 
and there were excessive deaths. There were also violent 
fluctuations in the prices of commodities at the same time in 
different centres. As the impact of modern economic forces 
was felt, these economic condition, began to change gradually* 



CHAPTER V 

ECONOMIC TRANSITION & THE DECAY OF 
INDIAN HANDICRAFTS 

The eeonomio and agricultural organisation based upon 
the isolation and self-sufficiency of the Indian village underwent 
a complete transformation in the nineteenth century. The^o 
changes may be called bv the name of economic transition. 
They implied two important things; first, important changes 
took place in the organisation of agriculture and the self- 
sufficiency and isolation of the village were giadually biokcn; and, 
secondly, tho old Inn liorafts in which [nlii had aapiirod 
a reputation far and wide decayed with the result that the 
increasing population of tho oountry came to depend more and 
more on ugiieulture and lark of baluneed economy wa-, 
introduced. The period in which these changes took place wit¬ 
nessed the advont of industrial revolution in England, which 
had great rcpercussons on Indian agriculture, industry and 
trade. 

The industrial revolution in England had repercussions on 
Indian conditions. England became a country of big industries, 
standing in need of raw materials and food-stuffs from foreign 
countries. She produced manufactured goo Is cheaply and 
stood in need of markets where these goods could he sold. The 
industrial revolution came in England because of the commercial 
revolution of the sixteenth and seventeenth centuries. This 
commercial revolution transformed the nature of internal 
commerce and opened the markets of the world for tho manu¬ 
factured goods of England, In the seventeenth and eighteenth 
centuries, there were numerous warn of economic nationalism in 
which England came out victorious. The rivals oi England suffer¬ 
ed considerably and this factor added to the competitive capacity 
,pf England. At the f-arae time, the British power was firmly 
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established in India and the Indian markets wore opened for 
the cotton goods of Lancashire. The insular position of England, 
the eatablisment of internal free trade in that country and of ft 
parliamentary form of democracy, all favoured the progress of 
industrial revolution in England. It implied revolution in agri¬ 
culture, in transport, in industry and in economic policy. In 
agriculture there was demand for more Food for the growing 
population of England. This Jed to a complete reorganisation of 
agriculture in respect of lan 1 tenure. It led to the application of 
ucionce to this industry and it brought about the emergence 
of a landless and capitalless class of labourer*. England also 
began to introduce maohinary in agriculture and large-scale 
farming was introduced. Transport was also improved which 
led to inventions in industries. Large-scale production became 
the genera] nilo and the population of England ineresod, Along 
side these changes, there was a change in economic policy also. 
It was particularly a reaction against the old mercantilists 
doctrine in which the state meticulously controlled the economic 
life and particularly it was the ripening of the forces which 
demanded a change in tin attitude of the state to industry. 
Adam Smith propagated the laito??. faire policy which was 
adopted in England in the first half of the nineteenth 
century. 

The industrial revolution led to an increase in wealth 
iroduction and it brought about an expansion of trade, internal 
nd international, and there were also changes in the social and 
conomic organisation of England. The country was divided 
ito two classes, the capitalist olass and the labour olass. In 
his economic set-up, England required cheap raw materials from 
ireign countries for her industries and also food-stuffs to feed 
or growing labour population. 

The industrial revolution in England gave a new impor- 
Jice to India’s trade with England. India became an exporter 
raw materials and agricultural produce and an importer of 
inufaetured goods. 8he began to import manufactured 
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cotton piece good*, which she had hitherto bc?t\ exporting to 
England and other countries. The revolution in transport 
reduced freight and stimulated the movement of raw produce. 
The opening up of the »Suos& canal in 18G9 shortened the distance 
between India and England by about three thousand miles and 
it led to the growth of the export trade in food-grains and raw 
materials, India began to export jute, cotton, oil-secJs, raw hides 
and skins in place of silk goods, printed calicoes, cotton piece 
goods, etc. 

Thero Was a rise in the prioe level akn. Th.* prices of food- 
grains and other produce in India flu tuated enormously in all 
parts of the country in the first half of the nineteenth century. 
One common tendency abo it puces that wa* discernible through 
all these fluctuations was towards a fall. The common explanation 
of this phenomenon was the introduction of money economy in 
the country. Cash payments were introduced in respect of 
Government assessments. India never pr >d,iced largj amounts 
of the precious metals. The quantity of bullion in currency at 
the beginning of the nineteenth century was small; but this was 
enough for tra le purposes, because most transactions were con¬ 
ducted by barter. With the ini reduction of the system of paying 
assessments in cash, the demand for money, particularly 
immediately after harvest, rose considerably. Thus the pur¬ 
chasing power of money rose and the prices of commodities 
began to fall. This tendency continued up to the middle of the 
century, when a reverse tendency became noticeable. About this 
time there were discoveries of gold mines in Australia and Califor¬ 
nia and of silver in Mexico which increased the world’s supplies of 
the precious metals. India’s foreign trade expanded tremen¬ 
dously about this time. Precious metals began to flow into India 
and prices began to rise. For instance, rice which was sold a/fc 
about 27 seers a rupee in Bengal in 1861 rose to 22 seers a 
rupee in 1870 and wheat in the Punjab rose from 18 seeTS bo 15 
seers a rupee in the same period of time. * 

*See Gadgil, The Industrial Evolution ot India, page 22. 
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At the same time, prices in different provinces in India tend¬ 
ed to move in the same direction and price movements in one 
part of the country affected the movemonts in other parts also. 
This was particularly so in times of famines. The reason was that 
railroads and oilier means of rapid communication reduced the 
danger of local famines and they also widened the area in which 
high prices prevailed. 

There was a vise in the price of cotton, consequent on the 
American Civil War. It was a source of profit to the cultivators 
of cotton growing areas, and, in a way, to cultivators 
in all parts of the country. For the first time, India 
was brought very near to the markets of the West. 
The export of raw cotton from India was a comparatively new 
thing. Before the nineteenth century, India w r as chiefly famous 
for exporting her elegant fabrics to foreign countries but the 
industrial revolution in England diminished the exports and 
India became a supplier of raw cotton. As late as 1780 America 
as a producer of raw cotton was insignificant, but by 1830 she be¬ 
came the principal supplier of cotton to the English cotton indus¬ 
try. At this time, India's exports of raw cotton were very small, 

* md up to about 1HGG they remained fluctuating. The British 
cotton manufacturers put their attention on India as a possible 
source of raw material for their industry. In 1840 there was a 
failure of the cotton croj) in America which adversely affected the 
cotton industry of England. British manufacturers were, there¬ 
fore, on the look out to find an alternative market in case of 

* emergency. Up to about 1800 many causes prevented the 
growth of exports of raw cotton from India, the chief of them 
being the short staple of the Indian cotton, the great mixture of 
dirt in it, the difficulty of communications and the want of a 
'*apJe export market. When the American Civil War came, 
there was a cotton famine in Lancashire and the English manu¬ 
facturers turned to India. There was a sudden increase in the 

* demand for Indian cotton. The Government ected vigorously by 
encouraging cotton cultivation in India and by pushing forward 
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conetiuction of loads and railways. The cultivators were a’so 
quick to take advantage of the opportunity of making high 
profits. The prices of cotton rose greatly. They rose from 2 as. 
7 pies per lb. in 1H"5D to 6 as. 2 pics per lb. in 180(3. Naturally, 
the trade in raw cotton roso to extraordinary height from 5 lakh 
bales in J to over 12 lakh bales in 1805. For a few years 
oiler 1864 the \ nine of raw cotton formed more than half of 
the value of the total exports from India. As a reiult of this, 
(he position of the cultivator was undergoing a great change. 
The benefith of the American War were extended to h 1J the 
cotton growing areas. The real importance of the rise in the 
price of cotton lay in bringing home to the cultivator the fact 
that causes other than local needs were beeinning to govern the 
nature and extent of the crops grown by him. A break in the 
economic isolation of India was visible. 

At the same time, law and order in the* on mtr\ a as bcin * 
established ami a strong, stable and cent r ilNed 'ulmiuist rat ion 
loading to the ^eeuritv of life and property \vn j hem ' ^ct up in 
India. From the middle of the nineteenth centuiv a vigorous- 
policy of public work» wis punned by Lord Dalhoude. He 
took interest in the extension of railway^ m India and wrote two 
valuable minutes on the subject, in one of which ho chalked out 
routes which were to he taken hy trunk line', in Indio. These 
facts completely changed our economic life. There was the 
influence of Western (Civilisation imd education nnd of the 
establishment of the (Wrts of justice and also of the unification 
of currency and coinage. Ah a result of these factors, the 
country went o\er to a world economy . 

The economic trail dtkm or transformation had certain 
feature*. Firstly, tin isolation of India waa broken up. The 
tillage also no km xt r remained an isolated economic unit. 
Many things even of the foreign oriein began to he sold in the 
i illagcxs and the \ iJJape produce in exchange was sent to the 
towns and even (o foreign < ountries. The village crops were no 
longer grown foi loed consumption. They were meant forex- 



DECAY OF INDIAN HANDICRAFTS 


59 


port. In other words, & ureal transitjo?i came in the rural 
economy oi India. This transition bioig s ht about an improve¬ 
ment in t ho standard of living of p*ople in the village and it 
also led, in course of time, to the exodus of a certain class of 
people inin industrial Icnvns to work as labourer-., r riie demand 
for labourers eame from tire extension of railways and of 
industries. Before l<s, r >0, a class of casual labourers was almost 
unknown in India, for there was no demand for it. In old times, 
the smaller corks of utility like small canals were built by the 
euoperatn e labour of the people in the urea and the bigger works 
were generally rouslruded by forced labour of the cultivators of 
the snriounding counfiy. In the time of tho East India Com¬ 
pany tlie number ot bin public work* was small; but their 
number became ' erv rum irkabh* afler I hut) after the formation 
of the Rublie Wmks Dcpirtment by Lord Dalhousie. This 
nHtiually meant a grr.*t iiieiL\w in employment throughout tho 
country. The^* hi homers were lecruiU'd from the agriculturists. 
The poorer ela sri of eulfi\atms acquired an opportunity of 
supplementing their income m tie* offseason of agriculture, A 
eerluin proportion oi village* aitisans, specially weavers, who 
veil feeling tho effect of foreign competition also got employ¬ 
ment. This Jed to a general inn ease in the wage rate. There 
was a great competition for labour with ihe result that tho ryot 
could earn the assessment of ail ordinary holding by n fort¬ 
night’s work. In towns like Bombay or Poona tho available 
labour was employed at extravagant rates. The monthly wages 
of a common eooly in Bombay rose from Its. 7/12/- in 1SG0-02 
to Ivs. 15/8>- in 1803. 

Another important feat utp of this transition was the 
introduction of money economy. Government assessments 
began to be paid in moinv and people who got employment 
in towns remitted tlieir savings to the villages. Custom and 
status which bad regulated economic life of the village up to the 
middle of the nineteenth century gave pla< e to eonlract and 
competition. Rents, wages ami taxes began to be paid in 
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money. The cultivator began to obtain money in exchange 
for his produce. 

There was also a radical change in the nature of Indian 
famines after 1800, After this time, the famines in India did 
not imply an appalling lack of food, but only the scarcity 
prices and a universal lack of employment. The famines 

which took place between 1800-70 were not very widespread 
nor very severe* though they meant a terrible increase in 
mortality. The mortality would have been lrn> if the Govern¬ 
ment officers had had at their command that well-organised 
system of famine relief, which was evolved later on during 
the century. The introduction of the railway and the cons¬ 
truction of roads implied transportation of food from arcso- 
of abundance to areas of scarcity. Actually, there was no scarci 
ty of food in the famines which took place in liombay, Madras, 
N. W. F. P., and other places between 1870 and 1878. 
The railways and the traders in grain distributed the 
a T (liable -supply nil over the country very quickly. It win 
only in some places where the railway system was not extended 
that actual dearth of food was felt. Famines affected the 
rate of increase of the population and they gave a sot bank to 
agricultural progress. The character of famines non-the less 
underwent a change. 

Another feature of the transition was that the rural 
population did not remain immobile. The standard of living and 
social conditions of the people were influenced by outside 
forces. The joint family system, the caste and other 
social conditions underwent a great change. Formerly, occupa¬ 
tion was fixed by caMo, but this bee an to change eonsideradly 
as a result of Western influences and other factors like the 
introduction of the railway and the construction of metalled 
roads. 

There was also n change in the village arts and crafts and 
also in the organisation of agiieulture. The crafts of the artisans 
remained the same in organisation, blit the possibility of the 
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artisan to earn more by going to the towns increased. He could 
also get his requirements and the tools of Ins trade cheaply from 
towns. His remuneration began to be paid in cash in place of being 
paid in grain. Some of the artisans like the weaver, the blacksmith, 
the dyer, etc., were very adversely affected by the competi¬ 
tion of machine made goods. A number of village arts and crafts, 
were destroyed. The hand spinning industry Buffered consider¬ 
ably on account of the compeletion of null made yarn. The use 
of imported implements adversely affected the occupation of the 
blacksmith and the carpenter. People began to use imported 
utensils of bras^ and copper etui, therefore, the village potter 
suffered a great deal. The village tanners were adversely affected, 
because raw lodes were exported to foreign countries on 
account of the establishment of trade relations between India 
mid other complies Similarly, the \ illage oil-man also suffered 
vojy badly, because oil-seed* began to bo exported and he had 
to eompet( with null-made oil. 

Thus the \dlage handicrafts declined. The village artisans 
either fell hack upon Hgrietulture or migrated into industrial 
towns as labourers. They also sought employment as domestic 
servants; but, in any ease many of them had to give up choir 
micostral occupations. Some of them tried to readjust them¬ 
selves to the new conditions; but those who could not do so had 
to give up their family occupation. They either migrated to 
industries to work as skilled or semi-skilled labourers or they 
had to fall back on agriculture. Tho fact remains that the eco¬ 
nomic transition brought about the decay of rural industries. 

In agriculture also there were remarkable changes. The size 
of tho holdings declined with an increase in population, The result 
was the growth of scattered and uneconomic holdings. The insu¬ 
lation pressed on the means of subsistence, particularly on "hind 
because of the decay of the rural and cottage industries. The 
average size of the agricultural holding in a village in the Poona 
district was 40 acres in 1771, It came down to 17} acres in 1818 
and by 1915 it was reduced to 7 acres. According to Dr. Mann, in 
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the last 6.0 or 70 years the character of land holdings had alto¬ 
gether changed. In the pre British days, and the early days of 
the British rule, the average size of the holdings was far more 
t han 9 or 10 acres and individual holdings of less than 2 acres 
were hardly known. But the number of holdings now is more 
than doubled and SI per cent, of them are under 10 acres in size 
and about 00 per cent, are less than 5 acres. 

Thus the organisation of agriculture suffered considerably. 
The decay of the rural industries, and the growing fractionali- 
bation and decrease in the size of agricultural holdings indicate 
the growing pressure of the population on agriculture. It is 
also evident from the fact that in 1891 agriculture and pastoral 
pursuits supported 6100 per cent, of the population in India. 
The cofVespondmg figure for 190.1 was 66-50, for .1911 it was 
72*2, for 1921 it was 72 98 and for 1931 it was 07 0. Thus 
except in 1931 the percentage of population depending on agri¬ 
culture and pastoral pursuits gradually increased from about 61 
per cent, in 1891 to about 73 per cent, in 1921. * 

' Vera An.stcy does not agree to ibis view. According to her, owing to chan¬ 
ges in the basis of classification adopted at various censuses, it is not possible to 
discover exactly what changes have taken place in the occupational distribution of 
population since 1881.She rules out the increase for 1881 for comparative purposes, 
because dependents were not classified according to the source of their maintenance, 
but in 1891 the distinction between earners and dependents was given up in the 
tabulated results. With regard to the increase for 1891 and 1901' according 
to her, the numbers employed in non-agricultural pursuits in 1891 were ex¬ 
aggerated in two ways; tirstly, all who carried on dual occupation were classed 
as non-agricultural. In 1901 such individuals were classed according to their 
principal means of support, and many were transferred from the non-agricul¬ 
tural to the agricultural occupation. Secondly, a number of general labourers 
were entered as non-agriculturists in 1891, though they were really engaged on 
agricultural work. In 19Q1, they were also transferred to the agricultural occu¬ 
pation. Further, a number of general labourers were entered as non.-agricul- 
turists in 1891, though they were really engaged on agricultural work. In 1901, 
they were also transferred to the agricultural occupation. Making an allowance 
for these two factors, this writer concludes that there was no change in the 
percentage dependent on agriculture at the two dates The figures for 1901, 
according to her, cannot be compared with those of subsequent censuses, for 
in 1911 the whole basis of classification was changed. In 1911 the returns for 



DECAY OF INDIAN HANDICRAFTS 


63 


There was transition in agriculture also in the nineteenth 
century. In fact, there was no fundamental change in the orga¬ 
nisation of agriculture. Small farmers continued to carry on 
cultivation on a small scale with their own labour and capital* and 
the number of small cultivators increased with cm increase in 
the subdivision and fragmentation of land holdings. The oM 
agricultural methods also remained largely unaffected. But 
agriculture was affected in four respects. F'nth/, it was commer 
eialised as a result of the introduction of belter methods of 
transport. This factor coupled with the opening of the Suez 
Canal in lKbi) helped to secure international markets for 
Indian agricultural produce. Irrigation was improved and the 
American Civil War in the bixlics of the nineteenth century, as 
already pointed out above, led to an increase in the demand 
from Lancashire for Indian euLton. The growth of cotton was 
encouraged, and different regions bagau to ^pjontLc m parti¬ 
cular crops for which climatic and physical conditions were 
suitable. Bengal began to specialise in jute, the Central Pro¬ 
vinces in oil-seeds,* the Punjab in wheat and Bombay in 
cotton. The area under non-bud crops like jute, oil seeds and 
cotton increased. 

Another renpict in winch r njiiculntrc tca.< ojftctul tea# 
that the p r avu\ts bejnn to b f Jisp bit (ha mottfylentlu\ 

The credit of the cultivator increased as IanJ acquired a great 
prestige value. Prices of agricultural pioduee went up. There 
was growth of individual rights in laud and freedom of transfer 

ihosc purpling final o-cupatnvis were* m«*Je accural arri complete and minis 
w-irr nun* definite and the morales of 1901 werr t*li nmated. Hence slue 
r oneludes that the figures before- loll were not icliahlc. Ihus m 1921 the 
number depending on agriculture was 72.2 pci cent, and it increased to 72.% 
per cent, in 1921 This increase is ton imaJl to indicate any permanent ten¬ 
dency towards increased depmd mm e upon agriculture It m ly, however, be 
pointed out in aiwwer to thii that the reduction in the sue of agunuliural 
holding in Ind*a h a x ir‘ 11 let of th * nivuure of popul ill jn c^n .mlmitmte 
and of the fart tint m jtistn m fath-J l ) c<f*‘id to an ut rvttnf , o as to 
absoib the growing population. 
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increased. Consequently, the cultivators could get loans easily 
on the securit y of land and when they could not repay them in 
time, their lands were auctioned off by the moneylender. 

Thirdly , scarcity of agricultural labour began to be felt in 
many villages, particularly at the harvesting time. This was 
because the area under cultivation increased, while farmers 
and artisans migrated into tho industrial centres to get 
employment. 

Formerly, custom regulated wages, rent and prices, but 
it began to give place to competition because of the spread of 
Western civilisation and the extension of money economy. 
Agricultural rents went up, for competition amongst agricultu¬ 
rists for getting land to grow commercial crops increased. The 
land owners began to charge very high rents and there was a 
tendency towards rack-renting of tho tenants on the part of land 
owners. Consequently, the state had to come to the rescue of 
the cul!i\ator, particularly after the middle of the nineteenth 
century, to secure for him the benefits of fair rent, fixity of tenure 
and freedom of transfer. Wages also began to bo governed by 
competition. The introduction of cash wages in industrial towns 
and an increase in the mobility of labour duo to increased trans¬ 
port facilities led to an increase in tho wages of the village arti¬ 
sans also. Tho wages of farm labourers also began to be governed 
1)3 competition. Prices in rural areas also began to be deter¬ 
mined by competition. Improvements in communications led to 
tho tendency of prices being determined by competition. 

'there wan administrative centralisa I ion after the middle of 
the nineteenth century. In 1858 the administration of the country 
passed into the hands of the crown, and thereafter the local auto¬ 
nomy of the village disappeared. Courts were established in the 
urban towns and the growth of transport and communication 
facilitated the establishment of a strong and stable Government. 
The old autonomy of the village, therefore, disappeared. The 
disintigration of the village community was also caused by the 
growth of individualism. With the setting up of the system of 
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British administration, individual legal rights grow in all direc¬ 
tions and the position of tho individual was strengthened at the 
cost of corporate life. Emphasis was laid on individuals rights 
and corporate feeling in the Indian village was weakened. In 
course of time, a revival towards village self-government was 
visible and the Clot eminent realised the value and the impor¬ 
tance of the village panchuyats. 

Thus the old economic organisation based on village self- 
sufficiency which prevailed at tho beginning of the nineteenth 
century began to change considerably in the nineteenth century 
as a result of the impact of modern forces described above. Side 
by side with the transition in the organisation of agriculture and 
allied industries, there was a great transition in the indigenous 
industries of Tndia. The old handicraft industries, both urban 
and rural, began to decline leading to the progressive ruralisa- 
tion of the country. 

Thoro wore numerous causes for the decline of these 
industries; but the following were the most important of them. 
Firstly, the disappearance of the native Indian courts led to 
the decline of the industries producing artware and luxury 
goods. The decline of the indigenous courts implied the 
stoppage of the entire source of demand for the products of 
these handicrafts. It has already been pointed out above 
that the abolition of the court of the Nawab at Lucknow 
implied that the fine articles which were demanded for display 
on ceremonial occasions were no longer required. The Nawabs 
of Oudh fostered a flourishing dyeing industry at Lucknow 
by requiring nobles to appear in different ooloured clothes on 
the different festivals and tho decline in the Lucknow dyeing 
industry after 1856 was very rapid.* In fact, in many places 
the demand for the luxury goods survived tho disappearance of 
courts; but it was rapidly declining. People of the coming 
generation were unaware of the splendour of the old durbars 

• S. M. Hath, Monograph, Dyes and Dyeing, quoted by Gadgil m the 
Industrial Evolution of India, Page 38. 
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ami they had neither the Rarae inducement nor means as of 
old to patronise the handicrafts. The handicrafts were dying 
out rapidly in the British territory, but they continued to 
flourish in many of the towns of the native rulers in Kashmir 
and in the states of Rajput&na. The princes retained some of 
the best craftsmen on a legidar salary. Tho craftsmen were sure 
of their livelihood and they could produce their wares according 
to taste. (Yfd’tsraen produce the best stuff when they aic not 
called upon to put them on the market immediately. Thus the 
ordinary demand for nrtwarc goods continued oven after the 
disapprarance of the courts. 

The establishment of foreign rule uni th :ul\enl of 
foreign influences also lod to the decline of the urban handieiaft? 
in India. Tho demand for tho wares product! by the hanch 
craftsmen after the decline of the court could come ft run tin 
rich people in urban area->. These classes linl no attraction to 
remain in the towns. Their position was taken in, iho Eiunpcan 
oUicinN and the new educated class. There weie tin Emopean 
tourist.-? sko who demanded the wares piodu'fd to the handi¬ 
craftsmen* The demand iiom the^c classes of people arrested 
the decay of the handicrafts; but this demand wa« very small. 
Mot cover, this demand lowered the artistic \ alue of the goods 
produced. In the case of the Kashmir shawl industry, tho 
Trench agents begun to introduce forms and [hitterns which 
were not understood by the craftsmen; non-lhc-lcss they began 
to copy them, and consequently, the result was disastrous to 
the indigenous art. Indiscriminate European patronage was 
lowering the standard all lound. Moreover, this demand was a 
demand tor cheap goo k with the result that workmanship was 
hasty and the quality deteriorated. The educated classes 
turned their hack on the indigenous art. They tried to copy the 
European standards and f lo follow European fashions was con¬ 
sidered tho hall-mark of cnlighlemnant.* T3ie fades of the 
educated classes were fived by 10 m out ions laid down by 
European office* > and they led to tho decay of the Indian handi¬ 
crafts. 
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Thirdk, the establishment of British rule weakened the 
power of Ibo guilds and oilier bodies whirh had formerly regula* 
fced trade, As soon as these supervising bodies were removed 
many evils Ikvati to appear. The quality of workmanship suffered 
and there v as nn admixture of materials. In the absence of the 
regulation of wage* end the enfoicement of the rules of the 
guild, workmanship ^ a r bound to suffer, 

Tli* compel itiou of cheap foreign goods also contributed 
to lb*' decay ol Indian handicrafts. This was specially so in 
the matter of textiles. This killed the liner branches of the 
craft. The cultivator wanted cheap and durable cloth, which 
could be produced m Euiop\ The village weaver was not, 
therefore, lilt by European competition; but the urban weaver 
offered eon-aderablj . Jn the matter of quality, the artisan in 
India could hold his own, but lie could not compoto with 
machine-made goods in u^pcot of prices. The Indian middle 
clu^ses tried to copy the methods of their foreign rulers and, 
theiefoie, the demand for foreign goods increased and Indian han¬ 
dicrafts declined. In some eases, it was not foieign competition 
which directly killed the industry. There was general prefer- 
ence for cotton in place of silk and it was not the result of 
foreign competition; but it was due to n change of fashion. In 
some cases, as in dyeing, the decay was due directly to foreign 
competition; but in many cases, the decline w a* duo to the 
change in demand and in tastes and fashions. The process of 
decay began with the establishment of foreign rulo and ft was 
helped on by the force of foreign influence and it was completed 
by the competition of foreign goods. Towards the end of the 
nineteenth century, the main choice liefore the urban industry 
of India was either to change its methods and produce cheap 
art ware or to keep to their old standard and face decay. 

Another important cause of the decay of Tndiau handi¬ 
crafts was the policy of the East India Company and the British 
Government. Xu the beginning, the East India Company en¬ 
couraged Indian inJu^fnefc hi many ways, for its export trad'* 



08 EVOLUTION OF INDIAN ECONOMY 

depended largely upon them. This policy met with opposition 
at the hands of industrial interests in England. They brought 
pressure to bear on the company that it should encourage 
export of raw materials from India which were necessary for 
the manufactured goods in England. * From 1700 to 1824 
the use of Indian printed calicoes was not allowed in England. 
Silk and cotton goods which wore meant for re-export to 
Europe and plain muslins were not prohibited. In the 
eighteenth century, Indian manufactured goods were sent to 
Europe and Assia; but the East India Company and the British 
Parliament disoouraged Indian manufacture in the early British 
rule. The object of this policy was to enable India to grow 
raw produco for British manufactured goods. According to R. C. 
Dutt, "This policy was pursued with unwavering resolution and 
fatal success. Orders wore sent out to force Indian artisan* to 
work in the Company's factories; commercial residents were 
legally V 08 ted with extensive powers over villages ami com¬ 
munities of Indian weavers; prohibitive tariffs excluded ludiau 
silk and cotton goods from England, but English goods were 
admitted into India free of duty or on payment of a nominal 
duty. ,, j* At the end of the seventeenth century the trade of the 
East India Company led to the imports of precious metals into 
India and, therefore, there was opposition in England, because 
then Bhe was following the policy of mercantilism. In the 
eighteenth century, heavy tariff duties were imposed on 
Indian goods, particularly, Indian calicoes. This was done 
to raise money to meet the cost of the wars and also to protect 
British industries. If such heavy duties had not existed against 
Indian goods in England, England could nob have been able to 
make so much progress in cotton manufacture. In addition, 
English goods wore allowed to come into India freely. According 
to Hamilton, "The British manufacturer employed the arm of 
political injustice to keep down a competitor with whom he 


* Industrial Commission Report, page 75. 

t R. C. Dutt, Economic Development of India under Butish Rule. 
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could not have contended on equal terms/’ 

It is pointed out that English manufactures would have 
developed even without protection against Indian goods because 
of the advantage of mechanical power; but if England had felt 
the Hame ubou' Indian interests as about her own, she should 
not have imposed free trade policy on India when she was 
following a policy of protection for herself. The protective 
duties which were imposed in England in the eighteenth century 
against Indian goods imported for consumption in England 
were romo\ed in the middle of the nineteenth cebturv, when 
Indian industries had completely decayed. 

The industrial revolution in England also led to the decline 
of Indian industries It was not possible for Indian industries 
worked by hind to have faiv*d foreign competition, which was 
based on large scale production, complex division of labour and 
improved transport. In fact, the invention of the power loom 
in Europe completed the decline of Indian industries. The 
Indian ship-buiklin i in bid,rv, iron smelting and glass and paper 
all declined on account of foreign competition. Roads and 
railways were constructed in Imlia after the middle of the 
nineteenth century and this helped tho intensification of foreign 
competition. Transport costs were considerably reduced and 
the ruin of Indian industries was accelerated. Artisans had to 
abandon their traditional occupation in favour of agriculture. 
The revolution brought about by transport was so sudden that 
the Indian artisan could not adjust himself to the new conditions 
and he could not find alternative sources of employment. He 
had, therefore, to fall back upon agriculture. 

The laisuz-faire policy of the Government of India also 
led to the decay of the Indian handicraft industries. The Gov¬ 
ernment at that time did not help the Indian industries. On 
the other hand, it gave assistance to English manufacturers to 
push their good^ in the Indian market* India came to be 
regarded as a plantation, growing raw materials for British 

* bee Trfidr Rrlauvm between India arc! England, pAge 163. 
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manufactures and serving as u market for British manufactured 
goods. The consumer in India may have been benefited, but 
country lost heavily, because labour was divorced from 
industry and had to fall on agriculture. 

The decline in Indian handicrafts continued till the late 
nineties and ieal progress in the factory industry began only 
after about J B75. Before this, between 1800 and 1870, there 
was prowlh of tea, coffee and jule industries. These were the 
plantation industries. From tho b ginning, they wore purely 
European. Up to the middle of the nineteenth century 
Europeans took very little part in the organisation and 
financing of industries in Judin. The lia^t India Company a tie- 
guarded its interest by prohibiting Europeans from acquiring 
land permanently in India. There was also the lack of internal 
communications arul tho trade monopoly of the company lasted 
till 18113. Hence up to the middle of tie n i net < ent 1i century 
Europeans did not take much part in industrial enterprises in 
India. The indigo industry was started in India by European 
planters even before the eighteenth century. Indigo cultivation 
had been earned on in India from ancient times and the East 
India Company carried on trade in tho indigo dye, but this 
trado fell off considerably towards the end of the eighteenth 
century owing to the competition from America. The East 
India Company tried to revive the industry by bringing planters 
from the West Indies and settling them in Bengal. 

Officers of the company wore also allowed to trade in indigo 
toward 1 - tho beginning of the nineteenth century. This gave a 
death blow to the (Uijcrat industry. The indigo industry made 
a rapid progress till by lftoO indigo w r as one of the most import¬ 
ant exports of India. The foreign planters made profits, but 
the condition of tho peasants was not improved. The manu¬ 
facturers of indigo entered into contracts with tenunta of other 
z&mmdara or oi lands over which the planters themselves had 
acquired zammdari rights to grow indigo at a portion of their 
laud. This was sold to the planters at a fixed price. The 
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planters gave advances to the p^asmts m the of tho 

agricultural season and tlm result w\i5 tint the jmsanfc did not 
remain a free man. The in iign industr v made progress up to lSCO. 

The t*a in lustrv l>e*«n later thin in lm > The company 
varied an evpcrim'mt d fir l^n in ls3>mil h mded it over to 
tho As-uini (Vniip^nv. Affin 1SV2 tho number of tea gardens 
began to increase; but the foundations of the piesont tea indus¬ 
try wire had between 1^5h ind 1S’ID. Thereafter yroa f pro nv ( > 
w is made The gnnU for W lands iii A mm were mi h % m the 
fifties of the last oentury. In tuc hejjmnuu, the local officers 
\v>*ro oareful to v)j thib the applicants ha 1 mua-* to (Mltivato 
4 he la ml before their applnitims were sanctioned, but after 
1S59 tius icairn lion wa* nnnroved. The demand for labour was 
o great that it Ind to be reunite! from Bui'll through tho 
ngenci of ccmlia Th uv v\ is gre <,1 d^primiou between JKOfi 

an 1 lttblfi but t!h»reiAcu the 1 w industry was placed on a lirm 
fo ding and its pi ogress up to 1^90 was Meudy. r l hcrcaflei, its 
(ultnatjon L pir«id to Iw np»i in the Prj jab ami I hi* Nilumes also. 

(\dW tuilth afcion was ml roduc i <J in India in the «e\tm 
tcenth century, but the brd coffee giiivlen uas planted by 
Europeans in lsto. TJic industry b»snn to flouml] by IKfiO, 
Eiom 1H60 to J879 the coffee induin’ remained prosperous, 
L*>hour was imported froin the neighbouring districts It con¬ 
futed of agriculturists who came in when the agricultural opera- 
tons for the season were osei 

Thus with the introduction of the inveitment of European 
capital in India, a new factor was in trod mod m India's economic 
development. Up to this time, Europe ms were engaged m the 
umuuerce of India and they hid not taken interest in Indian 
industries, But with the growth of plantation and the pite 
industry, a new source for tin finance anl business mfuiage- 
rn^nt of the Indian i/aJuarms became available, Aftei the 
middle of the nineteenth century European management and 
finance began to play a very important part in the industrial 
progress ot India. 
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Before the middle of the nineteenth century there was an 
almost entire lack of factory industry in India. The cotton 
industry took its growth with the betting up of a cotton mill 
about 1851 and by 1801 there were about a dozen mills in exis¬ 
tence. Next in importance to the cotton industry was the jute 
industry. The manufacture of jute with the help of machine 
was started in India in 3 854 when a jute mill was established 
at Seram pore. After 1803 the growth of the indubtry was rapid. 
Jute wa^ a monopoly of India and the Bengal industry had a 
great advantage. The Calcutta jute mill industry begun to shut 
down the Dundee stuff to a great extent from the Asiatic, 
Australian and the American markets. In 1882, there were 28 
miles in India of which 18 were in Bengal and 17 in the imme¬ 
diate neighbourhood of Calcutta. The industry was even more 
localised m Calcutta than the cotton industry was in Bombay 
The jute industry remained mainly in the hands of the 
Europeans. 

Coal mining was another important industry in which 
modern methods of production began to be used. The industry 
commenced in 1820 when a mine was opened in the Raniganj 
district in Bengal and thereafter in 1854 three mines were 
opened. The commencement of the East India Bailway line in 
1854 gave an encouragement to the mining industry and there¬ 
after the progress was rapid. In 1879—80 near about Raniganj 
50 mines were at work. Thus coal mining received impetus with 
the building of railways in Tndia. Before this, it was impossible 
to transport coal cheaply and hence there was very little demand 
for industrial purposes; but now the railways themselves needed 
an enormous amount of coal and they began to transport it cheaply 
to various industrial centres. Up to 1870 the Raniganj coal fields 
were the only ones to be exploited. In 1870 the deposits were 
opened in the Central Provinces; but they remained insignificant. 
In 1874—75, another coal held was opened in the central provin 
oes at Warora. It was from this pit that coal began to be 
supplied to the Great Indian Peninsu/ar Railway for fuel . The 
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opening of the Suez Canal depressed the Indian coal industry, 
but in course of time, the production of Indian coal was increas¬ 
ing. In 1818 India was importing about !6,00,000 tons of coal 
annually, while there was no export of coal from India. 

By 1880 the only important industries in India were the 
cotton and jute manufactures and the mining of coal. Efforts 
were made, however, to start other industries, viz , in 1,869 
leather manufacture by modem methods was attempted. There 
was the Madras tanning industry which used modern methods as 
early as 1845, The existence of these industries in 1680 was 
small. The process of displacing people from their old crafts 
was taking place quickly; but new industries were not coming 
into existence to give employment to people. Thus by the last 
quarter of the nineteenth century, the decay of Indian handi¬ 
craft industries was almost complete; but large-scale industree 
had not grown up adequately to take their place and the growing 
population was taking resort more and more to agriculture, which 
was being commercialised and tlio size of the average holding in 
which was declining. During this period, the isolation of the 
Indian village was being broken up and custom was yielding 
place to competition. Indian agricultural produce was being 
grown for foreign markets and land values were going up. India 
was importing manufactured goods, while the peasants were 
running into debt. These were the main features of the economic 
transition of India in the nineteenth century. 

British contribution to India's Economic Development 

It will thus be seen that the modem industrial system was 
introduced in this country near about 1850, more than a hundred 
years after its introduction in England. The system was intro¬ 
duced in the plantation industry, in textiles and later, in mining. 
It was introduced from foreign countries. Hence the first 
factories were located in the port towns of Bombay and Calcutta, 
where facilities of obtaining raw materials werti available 
and from where the exporting of goods was easy. The spread 
of the system from the ports to the interior was p >ssiblp only 
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after 1900, when railway facilities became available. 

It will also be noticed that the modem industrial system 
in India was introduced by the British on the lines of large- 
scale business organisation in Europe. The joint stock system 
was the foundation of the commercial development in Europe 
and it became the foundation of the new industrial system in 
India also. In fact, the contribution made by the British 
to the Indian industrial system can be conveniently studied 
under four heads, namely, commercial organisation, communi¬ 
cations, irrigation and development of certain industries, * 

Of these four factors, the first is perhaps the most 
important. In this sphere, the English contribution was two¬ 
fold; first, the joint-stock system, and second, the managing 
agency system. The former was the foundation of nineteenth 
oentury commercial development in Europe, ami the latter 
was evolved to meet the conditions, which were peculiarly 
Indian. 

India did not develop the joint-stock system heoause of 
the defective use of income, under Indian eeonom}*. There lias 
been an age long tendency in India to hoard money or to buy 
gold, silver and jewellery or t> invest it in land rather than 
in industry. India has, therefore, been called the sink of the 
precious metals. The development of the joint-stock system 
was perhaps hindered and rendered less urgent by the joint 
family system. The managing agency system became impor¬ 
tant in India mainly because of the lack of development of the 
joint .stock system in the nineteenth century in our country to 
an adequate extent. In spite of its defects the managing 
agency system was mainly responsible for the expansion of 
some of the principal industries of the country like jute and 
cotton. On the one hand, the system has obvious dangers; 
but, on the other, it has great merits, two af which deserve 
particular mention. Firstly , without the financial support of 
the system, small Indian companies could scarcely have started 

* See Go'iimcrrr Annual, December, 1951, page 1146. 
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or **urvived, and secondly* experts have been made available to 
companies, which could not otherwm have been able to secure 
their services. Several small companies under the same managing 
agents can benefit from the knowledge and experience of the 
specialists engaged by the managing agents. 

Another important contribution of the British 1o the field 
of organisation is the development of banking and insurance. 
Modern exchange banking, which has been introduced in India 
is a western growth, and the same is the case with insurance. 
Indian legislation in respect of banking, insurance company 
law and other matters lias been based on the British model. In 
many directions, in the ait of commercial organisation Britain 
is indebted to European countries like Germany, Holland and 
Italy, and she has given the organisational skill to India, which 
she has herself gained from abroad. 

Organisation without transport would have been of little 
avail as both of them go together. The railway system which 
powerfully affected Indian economy was developed under the 
British rule and with British capital and management. In the 
words of the Royal Commission on Indian Agriculture, 'the 
building of railways in India has made commercially possible the 
ino\ ement of products from areas of surplus production to other 
aieas of the sub-continent, while railways, together with the 
steamship, have linked, the cultivators of India with markets 
throughout the world, and the fight against famine has also 
been fought in India largely with the help of the modern trans¬ 
port system. 

The achievement in respect of irrigation too is impor¬ 
tant, In this respect, much was done by the earlier rulers, but 
the vast financial and technical resources at the command of the 
British rulers did much in augmenting the agricultural produc¬ 
tion of Xndia. Indeed, r the agricultural prosperity of the Punjab 
is really a creation of the British rule.* The technique deve¬ 
loped by British administrators would he helpful to the country 
even in the future. 
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In respect of industries like tea, jute, coal, iron and steel 
and many others pioneering work was done by the British. Ifrhe 
pioneering enterprisers undertook risks, acquired experience, 
started new concerns, they gave employment to Indian labour, 
and the revenues of the state increased. All this was not done 
out of but it was done for profit and ultimately, 

it proved beneficial for the country. 

This need not, however, blind us to the fact that under 
the British rule, there was a wrong Approach to Indian economic 
problems. British capital in railways and roads was invested at 
high rates of interests and the guarantee system meant a great 
burden to the Indian tax-payer for a long time. In banking, 
industry and insurance under British control, Indians were not 
appointed to posts of responsibility and there was much discri¬ 
mination against Indians and Indian concerns. Safeguards, 
financial and commercial, legislative and administrative, were 
embdllied in the Government of India Act of ID35, which were 
detrimental to Indian interests. For long, the laissez fairt 
policy under the British rule was responsible for the throttling 
of Indian industries, which were struggling hard to maintain 
themselves. Even the working of discriminate protection in and 
aftfet- the twenties of the present century was intended to secure a 
field* and even foothold for British goods in the Indian markets. 
ThU operation of the currency and exchange policy of the 
country was not designed and directed to develop Indian eco¬ 
nomy. The high ratio of the second decade of the present 
century neutralised protection to the extent of 12j per Cent and 
led to the export of distress gold, and even during the last war, 
stability of internal price level was sacrificed to the stability of 
exchange, under which Indian economy suffered considerably. 
The methods of war finance* the accumulation of sterling 
balances, the growing inflation and rising costs affected Indian 
economic development adversely. 

The greatest need of the country to-day is the introduc¬ 
tion of balanced economy, and an increase in production. The 
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two wan hare emphasised the need of reconstructing Indian 
agriculture and of developing the producer goods industries, 
which are the basis of modern industrial development and with* 
out which the country cannot be expected to make an adequate 
industrial progress. 



CHAPTER VI 
INDIAN AGRICULTURE 

Agrieullure is (he premier industry of India and nearly 
seventy per cent, of our population depends for its subsistence on 
land. Even when our industries are adequately developed, 
agriculture will still continue to provide employment to a major 
portion of our population. According to the calculations of the 
Bombay Plan, the net income from industry is Rs. 374 
crores and from agriculture it is Rs. 1106 crores. Indian oeonoiny 
iH thus unbalanced and in agriculture, there is no work for four 
to six months in the year. It is, therefore, necessary that 
labour employed in this industry must bo made far more produc¬ 
tive than is the case at the present time. Henoe it is 
necessary to lay a stable foundation for Indian economy 
by diverting the surplus population to othor industries. 
The Bombay planners propose to increase the inoome from 
industry by five hundred per cent, and that from agriculture by 
130 per cent, in a period of If) years. Well-developed farming 
is very necessary for well-developed industry. In the interest 
of industrial expansion it is necessary to increase and ensure a 
regular supply of raw materials at reasonable prices. Improved 
agriculture will increase the purchasing power of the cultivator 
and industries will also be adequately benefited. 

Inspite of this great importance of agriculture in the 
national economy of the country, we find that this industry is 
in a backward position. The average yield of Indian orops is 
very low in comparison to that of the other countries of the 
■world. Egypt grows 1018 lbs, per acre of wheat, while the 
corresponding figure for Germany is over 2,000 lbs. India grows 
only 660 lbs. per acre. In respect of wheat the average yield 
per aero in India is one-fifth of that in Holland and De.muuk, 
'and it is nearly one-fourth of that in Italy in respect of rice. 



rNftiAN agriculture 


79 


Italy grow 4,508 lb«h per acre of rice, but India grows 1240 lbs. 
per acre of rice. In respect of matee, the yield in India is one- 
third of that in Switzerland aud Newze&tand. In respect of 
cotton it is less than oneTifth of that in Egypt. Egypt grows 
535 lbs. of cotton per acre, whereas India grows only 89 lbs. 
per acre. If the production of wheat per acre could be raised 
>o that of France, India’s wealth would increase by about £ 67 
crores per annum.* This yield varies from province to province. 
Madras grows 1074 lbs. per acre of rice; but Bihar grows only 
519 lbs., per acre, the average of British India being 484 lbs. 
per acre. Bihar grows 828 lbs. per acre of wheat, while C. P. 
grows only 397 lbs. per acre. Some variations in the average 
yield are bound to o cui in different parts of the country owing 
to differences m fertility of soil, rainfall and similar other factors; 
but the disparities found in India arc largely due to a relatively 
low stand aid of cultivation in the backward areas. 

The area classified as cultivable waste is about one-fifth of 
the total area of the country, the cultivable waste being 116 
million acres. Further extension of cultivation is possible only 
if such lands are brought under cultivation. This requires state 
initiative and support for reclaiming land. Being an important 
.country agriculturally, India has yet to import food grains from 
foreign countries. These food imports have been rising from 
year to year and the continuing gap between the country’s total 
requirements and internal supply remains yet unsolved. Food 
* imports during 1948 amounted to 2-8 million tom costing Rs. lJHT 
crores; while the estimate for 1949 was 4 million tons. Actually 
r in 1949 the imports came to 3*7 million tons, t This implies a 
great expenditure on foreign exchange. It is due to the fact 
that the per capita sown area has been declining because of a 
relatively faster rate of population growth, and the acreage under 
food crops has been falling. In British India from 1913—14 to | 

* Pages 40 and 41, The Indian Rural Problem, Nanavati and Anjana, 
Third Edition. 

t See Report on Currency and Finance for 1948—■49, page 66 and for 
*1949- 50, page 50. 
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1017—18 the acreage under food crops per head was 0 873 when 
the population was 245 3 million. From 1028—29 to 1932—33 
the area under food crops per head fell to 0-785, while the popu¬ 
lation increased to 271-5 millions. * 

Between 910 ami 1930 the production of a heat declined by 
seven per cent. The area under fruits and vegetables is hardily 
five million acres or rfi per cent of the total area sown, while 
the average consumption of milk per head in our country is only 
7 oz, a day as compared with 36 oz. in Holland, 40 oz. m 
Denmark, 43 oz. in Norway and 56 oz. in Newzealand. 

The above factors indicate the backward state of Indian 
agriculture. The causes for the same should be analysed in 
order to suggest the necessary remedies. They are many 
and various : deterioration of Roil, inadequate rainfall, unsatia 
factory crop systems, lack of adequate capital and credit faci¬ 
lities at the hands of the cultivators, small and fragmented 
holdings, defective marketing and inefficient labour are some 
of the causes responsible for the situation. They may now be 
discussed briefly. 

The fertility of the soil m India is declining. This is evident 
from the fact that the production of wheat per acre declined by 
34 lbs. in Bombay between 1931—32 and 1940—41. In C.P. it 
declined by 76 lbs. pel acre during the same period and in Bengal 
by 47 lbs. The same was the case more or less with other crops. 
There are many reasons for this decline in fertility- Cow dung 
is used as fuel and the cultivator is unable to purchase artificial 
manures. Hence every year valuable soil properties are removed 
more than are replaced by nature. Soil erosion takes place and 
as a result of it m U.P. and West Bengal vast areas have been 
lost to cultivation. In the former State, 8 million acres of the 
total area of 68 million acres have been so lost and in 

* Sir John Russell, Report oil the Work of the Imperial Council of Agri¬ 
cultural Research in applying Science to Crop production in fndia, pages 
15 to 21. 

4 Nanavati and Anjaua, The Indian Rural Problem, Third Edit ion, page 40. 



INDIAN AGRICULTURE R1 

addition, 5 million acres have boon lost as a result of water 
Jogging and other factors*. In the canal irrigated arena consider 
able loss has fcakeaplaoe owing to the formation of salt efflore¬ 
scence on the surface of the soil, Adequate stops should, therefore, 
be taken to remove this state of affairs. Embankments* planta¬ 
tion of trees and other methods must be followed for this pur 
pose. The cultivator individually cannot prevent soil erosion. 
The State must take the initiative m this respect. 

Lack of adequate irrigation facilities is another factor res¬ 
ponsible for the backwardness of Tndiau agriculture. Only 2.1 
per cent of the total area under cultivation is irrigated, while 
77 per cent depends on the monsoons. In the States B out of a 
cultivated area of 68 million acres, about 11 million acres or 
about 15 per cent, of the total is irrigated. Irrigation facilities 
must ho augmented, it agricultural production is to improve. 

The methods of cultivation arc also unsatisfactory. An 
unduly great emphasis is laid on Cash crops like cotton and 
sugarcane. The result is that the former standard of crop rota- 
lion has been lowered. In Uttar Pradesh, for instance, sugarcane 
which remains in the field for shout 12 months has altered the 
rotation of crop system which tormeily included arhar and fodder 
crops. In Bengal jute has taken the place of gram and oil-seeds, 
which helped to keep up the fertility of the soil. It is necessary 
that crop rotation systems must undergo adequate changes to 
permit of profitable cultivation. 

Lack of good seed is also responsible for the low yield of crops 
in India. Seeds of better quality are not being used adequately. 
The area under better varieties is only about 10 per cent, of the 
total area cultivated in States A and i *3 per cent, in States B. 
In States in the Indian Union, cultivation under improved seed 
does not cover more than 10 per cent, of the area sown, and in 
Assam and Orissa, the percentages are very low. Even this 
progress is in relation to cash crops. It is necessary that the 
t use of good seeds must he made more popular. Efforts should 
be made to grow better variety of seeds On co operative farms, 
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collective farms and on Government agricultural farms. They 
should be supplied to the cultivator through co-operative socie¬ 
ties. In Uttar Pradesh marketing unions, for cereals and oil 
seeds, about 153 in number in 1944—45, have also taken up the 
distribution of better Seed for which they manage a number of 
seed stores. • 

Such societies should popularise the sowing of improved 
Seed. They should provide seed on repayment in kind and 
Government should give inducement to the cultivators in the 
form of a reduction in land revenue in cases where improved 
seed is used by the cultivators, Under the grow more food 
campaign in Bombay, the work of the multiplication and distri¬ 
bution of improved seeds in the case of rice, jowar. wheat and 
maize started in 1945—40 and in 1947—48 the cost of adminis¬ 
tering this scheme was estimated at about Rs. 44 lakhs in the 
final year of the five year plan, 1 

In Madras, seed farms are run under departmental super¬ 
vision; the seed is purchased at a premium and is sold to 
cultivators on a subsidised basis. In the sale price overhead 
charges up to 12J per cent of the cost and the entire Establish¬ 
ment charges are not included, } 

Poor livestock and other equipment of the cultivator is 
also responsible for the backwardness of Indian agriculture. 
About 50 per cent of the cattle in India are a drag on the re¬ 
sources cf the coutry and the position in respect of implements 
is not better. The wooden plough does not invert the soil, but 
it only stirs it. Improved implements should take the place of^ 
primitive ones; but the difficulty is that the cultivator does not 
possess adequate resources. Further, his holdings also do not 
permit him to use improved implements and his cattle are too 

• Review of the Co-operative Movement in India, 1939 -46 page 19. 
Farmers are supplied seeds in kinds with a 10 per cent, adirion; in deserving 
eases the/ arc given Tree. Page 20, State Aid to Agriculturists in India. 

t State Aid to Agriculturists in India, page 4. 

1 See above, page 13. 
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weak to draw the improved plough, Cattle breed should be 
improved and implements must be supplied to the cultivators 
through multipurpose co-operative societies, which are now being 
organised in India in large numbers. 

Another cause of the backwardness of Indiah agriculture 
is the small size of agricultural holdings. They are small and frag* 
mented. Small holdings make cultivation uneconomic and the 
cultivator is unable to utilise even the small labour and capital 
at his disposal. Small holdings prevent the use of machinary 
and labour-saving devices and they also prevent the adoption of 
intensive cultivation by hand labour. The size of average hold¬ 
ings in India is 5 acres, in Germany it is 21.5 acres, in England 
it is 20 acres, in Denmark it is 40 and in the U.S.A. it is 145 
acres. According to the census report of 1921 the number of 
acres per cultivator was 4.9 in Madras, 3.12 in Bengal, 3.09 in 
Bihar, 2*90 in Assam and 2 51 in U.P. * 

Indian holdings are not only small, but they are scattered 
as a result of the custom of splitting up the land Into man y 
fragments according to the soil to give equality of opportunity 
to each sharer. Fixed costs come to bear a larger propor¬ 
tion to the total value of the yield as a result of sub-division. 
There is waste of time of the cultivator and also loss of live¬ 
stock power in moving from one piece of land to another. It is, 
therefore, necessary to remove this defect. In different States, 
the problem is being tackled by legislation and through the 
cooperative movement. 

The inadequate quantity of manure is also responsible for 
the backwardness of Indian agriculture. The cow dung is burnt 
as fuel, while scientific manures are yery costly. The method of 
keeping the manure is also not proper. Efforts should be made to 
improve conditions in this respect. Under the grow -more-food 
campaign, the State Governments appear to be taking steps to 
make improvements, In Bombay, in 1946-47, 61, 801 tons of 
cake were distributed for manuring an area of 3,19,000 acres and 
* Nanavati and Anuria, The Indian Rural Problem, page 46, 
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manure mixtures were distributed to the cultivators at the rate 
of Ra. I M per ton while the market price was Re. 243 per ton, 
the difference being borne by the Government as a subsidy. 
Tn Madras, the Government have prohibited the export of oil 
* # akes, bones * and chemical fertilizers. The sale of manures by 
the agricultural department is subsidised by the Government. 
In other states also it is being done. * 

Agricultural finance is costly and inadequate and it acts 
as a drag on Indian agriculture. The money lender provide* the 
bulk of finance and other agencies play a very insignificant part. 
The cooperative movement has covered a small ground and lias 
not gone into the heart of the problem. The state system of 
loans is provided as an emergency help The money lender, 
therefore, remains the only agency on whom the structure of rural 
finance rests. The cultivator requires Hhort term credit facilities, 
viz., for purchasing seeds and fertilizers, medium term credit tor 
purchasing implements and cuttle and for long-term i rubt foi pur 
chasing land and making permanent improvements in agriculture. 
The money lender suppling the bulk of finance. The 10 *ent money- 
lending legislation has driven the moneylender from the field, 
but cooperation has not made adequate progress to take his 
plane. Hence it is necessary that ciedit must be mafic available 
to the cultivator at not more than Of pei cent for short periods 
and 4 per cent for long periods. The cultivator must aUo be 
made creditworthy and his outlook should improve so that he 
might cirry on agriculture m a business proposition. Unless 
creditworthiness of the cultivator is improved, it will not bo 
possible to impiove credit facilities. This fact has been empha¬ 
sised by the Ho >erve Bank of India in its interim report issued 
in 1933 and in the statutory report issued in 1937. 

Tile war has reduced agricultural debt, and now is the 
proper time when the rural credit system of the country should 
lie properly rehabilitated. The Reserve Bank of India should 
play a larger part in organising agricultural credit. Its AgriouL 

• See State Aid to kgricukutiit* m India. 
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tural Credit Department is not directly entrusted with funds. 
Some thing should be dune oil the Australian model and a long 
term mortgage department should be started and the Agricul¬ 
tural Credit Department of the Reserve Hank of India should lie 
entrusted with funds to make loans to the cooperative societies 
and to other associations of cultivators. The Agricultural 
Finance Bub Committee in 1940 suggested the startiug of Pro¬ 
vincial Agricultural Credit Corporations to dispense all forms of 
credit to the cultivator; but this suggestion has not been 
welcomed in cooperative circles. 

1 he marketing of agricultural produce is defective. The Indian 
farmer does not get full value for his produce. Ho has to sell his 
produce for an uneconomic price in the village. It Is not possible 
for him to take the produce to the mamli because does not 
raise adequate produce or because there are many deductions 
made in the mundi or he is indebted to the village moneylender 
to whom he lias to sell his produce, as the latter is the grain 
dealer also. According to th<‘ report on marketing of wheat in 
India of 1941, out of a rupee paid bv the consumer only eigir 
annas and a quarter go to the cultivator. In other commodities, 

* the share of the farmer may even lie less. 

In the war period ami also in the post war period, the prices 
of agricultural produce have gone vory high and the cultivator is 
getting high prices; but here also a large part of the rise in 
the prices at times goes to the intermedmritM. In normal 
times, the cultivator is not able to get adequate price for his 
produce, because he is pressed to sell it to the moneylender who 
is also the grain dealer. Lack of adequate finance and of ware¬ 
housing facilities, absence of stan UniisoJ weights and of grad 
mg are also responsible for this state of affairs. The cultivator 
does not have proper storage facilities also and warehousing 
facilities do not oxist in the country. 

It is necessary that marketing facilities in the country 
must be improved. Cooperative marketing should be encouraged. 
Cooperative marketing societies can arrange for the collection 
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and sale of the mem berg* produce. They neel not hold up 
agricultural produce for a me in price. They may sell the pro* 
duoe of the members on a commission* basis, and they may pur* 
chase a limited quantity of produce outright. The common 
practice is for societies to enter into contracts with their mem* 
here, binding the latter for a certain period of time to deliver to 
the Society for pale a specified proportion of the entile quantity o i 
the produce. But produce so collected is sold in individual lots 
either by direct negotiation with the purchaser or by auction. 
Legislation also should be passed for establishing regulated 
markets. They exist in, many States, 

Backwardness of transport is also responsible for defective 
Indian agriculture. It adds to marketing costs to the extent of 
about 20 per cent of the price even where the wholesale dealer 
is within a radius of 15 miles from the village. Village roads do 
not exist in India, It is necessary that transport facilities must 
b© considerably improved in order that improved marketing 
facilities may be made available to the cultivator and strain on 
his cattle rnay be reduced. The cultivator will also get fair price 
for his produce. 

For carrying on agricultural improvements, conditions oft 
land tenure must be improved. Land tenure refers to the terms 
and conditions on which land is owned and cultivated in a 
country. A given system of land tenure increases the yield of 
agricultural industry by securing co-operation between various * 
parties connected with land, particularly the land owners and 
the tenants. In India land tenures fall into three categories ; — < 

(1) The Zamindari tenure where one or a few joint owners 
are resjionsible for paying land revenue to the Government for 
the entire estate. 

(2) The joint village tenure where the entire land of the 
village is owned by the village community and the members are 
jointly and severally liable for the land revenue. 

(3) The ryotwari or peasant proprietary tenure in whicD 
"each holder is made directly responsible for land revenue. The 
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fcamindari tenure covers about 25 per cent of the area in which 
permanent settlement prevails; while 30 per cent, area is covered 
by zamincUtri and Mahalwari tenure where permanent settlement 
prevails and about 30 per cent of the total area is covered by the 
Rvotwari system. In many parts of the county, particularly 
Bengal, Bihar and parts of Madras the permanent settlement 
systetn prevails, whereas in other parts of lhe country the tempo¬ 
rary settlement, revised every 20, 30 or 40 years, prevails. There 
are great variations in the system of assessments also. In some 
States the basis of assessment is rent as in U. P. and Bombay, 
but in others like Madras, the net produce is the basis of assess¬ 
ment. The assessment of land revenue does not depend upon 
changes in prices except in Bombay. It depends upon the dis¬ 
cretion of the Settlement Officer as a result of which the inci- 
* rienee of land revenue varies from one part of the country to 
another In parts of the Punjab, the proportion of assesmenb 
to net yield differs from 1 l) to 36 per cent and in Bombay in 
some places it is ahout 50 per cent. As a resu t of the uncoordi¬ 
nated system of assessment there is no relation between land 
revenue and the productivity of the land. The result is that 
heavy and inequitous land revenue assessments leave in many 
* places a very small share to the cultivator. Where 50 per cent 
of the net produce of the soil goes to the State, very little 
amount U left to be invested back in agricultural improvements. 
The amount of the produce so diverted is not only large, but it 
1 is also uncertain. 

The Indian land revenue assessment is unsatisfactory in 
regard to rent also. In the Zamiudari and Mahalw&ri systems 
which comprise about 64 per cent, of the total area under culti¬ 
vation in that part of the country which was till recently known 
as British India, cultivation is done by tenants and land owners 
simply receive rents from them. The landlord class is a para¬ 
sitic class, which leaves no incentive to the cultivator to make 
improvements in land. As the indebtedness of cultivators in¬ 
creased up to the period of depression and land alienation went 
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on, the practice of letting land on lease became Widespread. 
The new owners of lands would not carry on its cultivation 
themselves, but would get tt cultivated by the tenants. Letting 
and subletting of lands have been increasing with an increase in 
Ihe number of intermediaries. In parts of Bengal as many as 
50 intermediate interests have been found to exist between the 
landlord and ad ual cultivator and thin prad ice is prevalent in 
the ryotwari areas also. This means that the tiller of the soil 
has no inducement to make improvements and the zamindar also 
does not make improvements. Agriculture, therefore, suffers. 

In the case of tenant cultivation, the amount of rent paid 
by the tenant has an important effect on the income of the culti¬ 
vator. The cultivator pwys about 50 to 60 per cent, of the gross 
produce to the land owner in the form of rent. In a country 
like India this is a high proportion in view of the fact that the 
size of the average agricultural holdings is very small. After 
paying rent a sufficient amount is not left for the cultivator and 
his family. According to a survey in Bengal about 18 per cent 
of the net income of cultivation goes to the worker and the rest 
is appropriated by the land owner. *. 

In those parts of the country where the crop sharing 
system prevails rackrenting is very great. In Bengal about one- 
fifth of the total sown area of the state is cultivated according 
to crop sharing system. The land owner gets at Hast half the 
produoo without incurring any cost of cultivation and without 
undertaking any risk of’ the enterprise. He also calls upon the 
tenant to pay premium and to render other services. The inci¬ 
dence of rent under this system in Bengal is about Rs. 25 per 
acre, whereas the corresponding figure for occupancy tenants is 
Ks. .‘1-5-0. In Bihar, the area cultivated by the share croppers 
ia about 20 per cent, of the sown area and the tenant has to 
render many services to the land owner and the amount of the 
rent paid is high. In Uttar Pradesh, about 25 per cent, of the 
sown area is under this system and nearly half of the gross 
produce is paid to the land owner. 

* The Indian Rural problem, Nanavaii and Anjaria, third edition, page'58. 
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Whore the land system is so defective as in India, praeti- 
e&lly no inducement is left to the cultivator to make improve¬ 
ments in land and to increase agricultural yield, Rack : rfeiftliig'-^; 
therefore, an important cause of the low yield of Indian agri- 
culture, During the last one hundred years, the state has been 
making efforts to secure the benefits of the three FV for the 
cultivator in the country. Recently in different state* in the 
country, zamindari abolition is being done/ while in the last 
depression period wide reforms were introduced in almost all the 
provinces in the country. 

In the permanently settled areas the evils of absentee land¬ 
lordism prevail to a great extent. The cultivators are rack-rented 
and they have to pay illegal exactions to the land owners, who 
do not look after the land properly. The estate is managed by 
the agents of the land owner who exploit the cultivator and 
obtain illegal exactions from him. The income that the land 
owner gets in the form of rent from the cultivator is not inves¬ 
ted back in the land even in part. The consequence is that 
land is being impoverished, bacause the land owner does not 
make improvements in land, whereas the cultivator has neither 
the incentive nor the necessary finance to make improvements 
in it. The land revenue system is arbitrary and unjust/while 
the tenancy system is making the cultivators poorer and a 
proper use of agricultural land is not made. Being poor, the 
cultivator is left with very little to make both ends meet after 
meeting his fixed obligations. It is, therefore, necessary that 
the tenancy system and the land revenune system must be 
fundamentally changed* 

When zamindari abolition is done and land tenures are 
improved by making the title of the cultivator safe in his hold¬ 
ing, it is expected that the cultivator will have a great induce¬ 
ment to make improvement in land and agriculture will be 
improved. 

Indian agriculture is backward, the population is growing 
at the rate of.fi million persons every year; but industries are not 
increasing adequately. The result is that the increasing popula- 
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tion is depending more and more on land. There are too many 
persons to be supported adequately on lan! in eich country. 
This surplus population must be withdrawn from land, That 
means alternative sources of employment must be provided to 
them by improving cottage industries and large scale industries. 
A comprehensive economic plan must be introduced in the 
country, in which improvements in agriculture and industries 
must be made and adequate importance should be given to tne 
cottage industries, 

The ill-health of the cultivator, his poverty and consequent 
low standard of living as also his ignorance are responsible for 
the backwardness of Indian agricuJtuic. Deing illiterate 
and ignorant, the cultivator cannot take a long view of things. 
In periods of prosperity he is involved in litigation and does not 
spend money on agricultural improvement*. The surroundings in 
which he lives are dirty and drainage facilities are absent. He 
is unhealthy and falls ill and is unable to work adequately 
with the result that cultivation suffers, renditions imd environ¬ 
ments have made him fatalist. Discipline is lacking. It is 
necessary that all these defects must be removed if agriculture 
is to be improved and if India, primarly an agricultural coun¬ 
tary, is not to depend on foreign countries for importing food- 
grains. 

The above are the defects and difficulties of Indian agri¬ 
culture. They need to bo carefully studied in order that improve¬ 
ments may be made. The entire environment of the cultivator 
must be changed A vigorous propaganda should bo carried on 
to S 03 that the agriculturist improves his surroundings. His 
equipment is poor, which should be improved. Land tenures 
also need fundamental rcfoim. All these aspects of Indian agri¬ 
culture must be considered as one whole and a plan for improve¬ 
ments in agriculture must be prepared which should be based on 
co-operation between the Government and the cultivator, and in 
whjcjh the cultivator’s interests must be fully safeguarded. 



CHAP TER VII 
FAMINES 


Food pio luction in India has through the ages periodically 
failed to meet the requirements of the people. Lock of food in 
accordance with the needs of the people is known as famine, Till 
recently, it was a common saying that since the beginning of 
the twentieth century, famines m India have merely been money 
famines and not food famines, This moans that if people had 
adequate purchasing power, they could purchase food and there 
was no fear of deaths by starvation. This change in the ooncept 
of famines took place, because food sraraty could be removed 
in one pait of the country hy importing food from foreign 
countries or hy transporting it hom areas of plenty to areas of 
semcity. Secondly, the adminitiative organisation dealing with 
famines is being progressively iinprov ed so that the distress caused 
by famines may be reduced. What were formerly known as food 
famines do not exist now, for though rains may fail in one 
part of the country causing scarcity of food, this defioil may 
be made up by an abundance of food grains in other parts of 
the country. Modem famines are thus money famines and not 
food famines in which case the state is to provide adequate 
work and wages. Thus a modern famine may be called a 
temporary dislocation of employment caused by crop failures. 
It is not a state of widespread death caused by starvation. 
Hence famine relief is intended mainly to provide employ¬ 
ment to the unemployed. When ordinary employment fails, 
relief works are opened to give work to people so that they 
may have sufficient food with the help of wages obtained from 
work. 

Economic effects of Families 

Famines have very adverse effects upon the economy of 
the country and upon the moral and BOcial condition of the 
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people. They cause 4 heavy mortality among people, and reduce 
(he efficiency of labour by spreading epidemics in their train 
and by lowering the vitality of the pcopb. T.my lead to scarcity 
of (odder and cause cattle deaths, which means an increase 
in the indebtedness of the cultivator and the disorganisation 
of agriculture. Trade and industry also suffer owing to a 
fall in the purchasing power of the people State finances and 
railway earnings also suffer considerably Hence all possible 
steps must be undertaken to prevent famines. 

History of Famines 

Famines were known in India in very earh times; but 
their detoils are not known. In some of them millions of 
people died and large areas of the country were left desolate. 
It was late in the eighteenth century that such visitations 
frer© regarded as natural calamities which man was power¬ 
less to prevent. The first famine recorded in history in 
ln/aia is in 05jQ A.D., wh en the calamity raged throughout 
£he cmintry. There was a series of famines subsequently 
in 941, 1022, and 1033. In those famines, whole provinces 
wet© depopulated aud men took to cannibalism according 
to tradition. There were continuous famines between 1148 and 
1169 The famine fof (344 in the reign of Mohammad Tughlak 
occurred in Upper India. The Emperor could not obtain neces* 
saries even for his own household and h» ordered the evacuation 
of Delhi’s population to Dcogiri in the Deccan. The famines 
between J 896 and 1407 in ilie Deccan reduced the population so 
much that land could not be cultivated for }ears. In the north 
there were famines between 1605 and 1698. Tire famous Gttjerafc 
Famine of *630 was disastrous. In i 769-70, 10 million people 
or about one-third of the population perished m Bengal* The 
Deccan famine of 1790-02 was Ihn severest famine ever known 
in the country. It covered Bombay, Hyderabad and parts of 
Madras where relief works w ere opened for the first time. There 
were about 14 major famines between 1600 and 1760. Between 
4839 and 1899 there were 8 major famines. In the famine of 
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1888 about 8 lakh people are estimated to have died. 

The famous Orissa famine of i805*67 affected 1,80.000 
square miles and 4*75,00,000 psople. 35 million units were 
relieved at a cost of Rs. 05 lakhs, * There was a heavy 
mortality and about a million people amounting to one* 
third of the population of Orissa perished. There was 
the Madras famine of 1860 followed by the Western India 
famine of 1868-70. In this famine, the great migration of 
people took place from Marwar and so was the case in the 
famine of 1899-1000. Tt is estimated that out of a total popula 
tion of a million and a half in Marwar, one million people 
migrated. In Bihar, in 1873-74 there was a severe famine follow 
ed by the great South Indian famine of 1876-78. This latter 
famine affected large parts of South India for two years and in 
the second year it spread to C.P., U.P. and the Punjab. It 
affected a population of 5,85,00,000. The excess mortality ui 
this famine was 52,50,000 in British territory alone. 

Cause of Famines 

The causes of famines are direct and remote or indi¬ 
rect. The former lie in the excessive 
agricultural industry on rainfall.^ If the rain is more or less 
Ilian necessary, famine conditions prevail. Floods, locusts and 
other natural faotors also bring about famines. Famines may 
also fie brtrighf about by wa rs o r speculation ijpt th^ u*M££jafc* 
The latter arc those which have to do with the great pov erty 
of the people owing to which they cannot resist even the sligh¬ 
test disturbance caused to their normal economic life. The 
remedy against the former is the adoption of measures to 
remove distress on to be prepared before hand to the 

calamity. Thd remedy against the remote but fundamental 
causes is to deal with the fundamental problem of Indian 
poverty. The solution of this problem lies in the improvement 
in the general economic condition of the people so that balanced 
economy may be brought about in the country* It means 

* One umt meant one pen cm tupported for one day. 
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the introduction of fundamental improvements in the baste 
economic 1 organisation of the country. The earlier famines were 
food famines. There were no adequate transport facilities and 
there ^as acute scarcity in one part of the country and excessive 
production in another part. To give an example, in the terrible 
famine in the North-West Province in 3 833, wheat was selling 
at Agra at 13J d'vrs per rupee, but in Khandosh in the same 
year it was Helling at 61 seers ^ rupee. * 

The remedy against famines is the reconstruction of Indian 
agriculture. Irrigation should be improved so that the cultiva¬ 
ted area may have an assured water supply. Improvements 
in weather forecast may also be helpful in preventing the des¬ 
truction of crops. Famines arc usually followed by epidemics, 
and it m necessary to make provision for prevention of diseases. 

' Tho experiences of the South Indian famine of 1876-78 
indicated the need for providing organised relief. The* famine 
Commission recommended certain measures which served as the 
basis lor Die famine relief policy followed subsequently. 

The main principles ol famine relief as luid down by this 
Commission were :— 

(1) Employment should be provided on the relief works 
to the able-bodied persons at a wage sufficient for support, on 
the condition of informing a suitable task. 

(2) Gratuitous relief whouhl be given either in their villages 
or in poor houses to those who are unable to work. 

(3) The food supply should be managed by private agen¬ 
cies; but if the latter wcie unequal to tho task, it should be done' 
hy the State. 

(4) The land owners should be given loans and land reve* 
nue payment should be suspended in proportion to the crop 
failure. 

On the basis of the recommendations of the Famine 
Commission of 1876—78, famine codes were drawn up and were 
tested by the famine of 1896 - 97. In this latter famine, a * 
* The Industrial Evolution of India, D. R. Gadgil, page 6. 
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population of 6,05,00,000 was involved. Relief was given to 4 
million people and the cost of famine relief was Rs 7 1 /, erores* 
Loans were given to the extent of Rs. 1 } orore* and land revenue 
was remitted to the extent of Rh. 11, The charitable relief fund 
amounted to about Rs. 1J erores, of which R^. £ erores were 
provided in the United Kingdom. About 7,50,000 people died 
in this famine in British India. The Lyall Commission examined 
the experiences of this famine which pointed out that at a mode 
rate estimate a large number of people were saved. Before these 
recommendations could be considered by the (Government 
another famine of severe intensity occurred in Central Provinces, 
Berar, Bombay, Ajmer, Rajputann, Baroda, Central India 
and certain other places. Tt caused by lack of rains and it 
* led to a great fodder famine with a very heavy mortality amongst 
the cattle. A very large area in the Indian Stales was also 
affected, and the Marwaris migrated rigid t hi ough Central India 
like locusts, leaving desolation in their tutin. Relief had to be 
given at an unprecedented scale and 10 erores were spent oti 
relief, and the tolal cost wa< estimated at Rs. 15 erores. The 
State also accepted tho responsibility of saving human life. Loans 
amounting to Rs. 3| erores were given to the States to help 
them to bring their administration into line with that in British 
India. Actual deaths were not heavy, but the famine was 
followed by cholera and malaria, as a result of which about a 
jnillion people died. 

Tho Famine Commission of 18(K) recommended relief for 
special classes like weavers. The> advocated free grant of 
gratuitous relief and favoured the extention of decentralised 
relief works. The Famine Commission of 1001 omphasised the 
importance of putting heart into the people. They recommended 
early suspension of land revenue and the grant of taka vi loans 
and they also reoommended that non-official help should be en¬ 
listed. Emphasis was also laid on dealing with the fodder 
problem for saving cattle. "Find Raiffeisen, and the problem 
of Indian agriculture will be solved,’ 9 wrote the Commission, 
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They also suggested State irrigation to protect families* The 
system of famine insurance grant was introduced in (878 and out 
of it railways and irrigation works began to be constructed. 

The Famine Kelief Fund was set up by the Provincial 
Governments by earmarking revenue* annually for the fund. It 
was invested with the Centra] Government and it could be spent 
on famine neli£f under certain conditions. This provision was 
made under the Government of India Act, 1919. 

Under the Act of 1035 no provision was made for a sepa 
jate famine relief fund; but Provincial Governments instituted 
mw famine relief funds which have remained invested in the 
m cuiities of the Central Government. 

Tn 1900 the Indian People's Famine Trust was set up with 
the initial donation of Hs. 1(1 lakhs given by tho Maharaja of 
Jaipur, Very soon it accumulated to Its, 2 h lakhs because of 
private donations. In 1034, it increased further by transfer of 
a fund of the United Provinces. The income from the in vest¬ 
ment of this fund is spent on relief work. This fund is used to 
lelieve distress due to flood and famines also. 

At the present time, complete machinary exists to deal 
with family relief. The Government is very watchful about 
famines* Signals of approaching famine conditions are carefully 
watched, just as failure of rains, high food prices and other fac¬ 
tors. Preparations are made in anticipation of the famines. The 
Government is kept informed of the condition of crops and about 
the meteorological conditions. A programme of suitable relief 
fund is kept ready* The country is mapped into relief eirc&s 
and reserves of tools and implements are kept. On the failure of 
rains, the policy is declared at once, non-officials are enlisted, 
revenue is suspended and loans are given for agricultural pur¬ 
poses. Then test Works are opened and if labour comes in large 
quantity, then test works are converted into relief works on the 
principles given in the codes. Poor houses are also opened and 
the infirm are given gratuitous relief. When sains come, people 
are moved to small works near their villages and loans are given 
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to tbe cultivators to purchase agricultural equipment. When 
the principal autumn crop is ripe, gratuitous relief is stopped 
and the remaining works are closed. Medical relief is kept ready 
all this time to deal with epidemics. * 

This system worked up to the Bengal famine of 1943. tn ’ 
the present century, there were no food famines, so to say, and 
deaths on a large scale did not take place, because food could be 
moved from surplus areas to the famine stricken areas on 
account of an improvement in the facilites of transport. The 
relief machinary of the Government also contributed to this. 
This system could not work properly in the famous Bengal 
famine of 1943. 

From 1901 to 1943 the procedure laid down by the famine 
code was succesful in dealing with eventualities. It was, how¬ 
ever, not anticipated that there would be such a great difficulty 
in obtaining relief supplies that the provisions of the Code would 
prove insufficient. This state of affairs came into existence in 
Bengal early in 1943. Bengal produced 83 per cent, of her food 
requirements and imported the remainder from Burma up to 
1942. This supply was out off when Burma fell to Japan. There 
were natural disasters and the Midnapore hurricane late in 

1942 is estimated to have destroyed 15 lakh tons of rice. In 

1943 there were heavy floods in the Damodar river and relief 
supplies from the United Provinces and the Punjab were held up 
at a critical period. When Burma fell, boats and stocks of rice 
were removed from East Bengal so that they might not fall into 
the hands of the Japanese. Public nervousness increased. There 
became an acute shortage of food in moat Consuming centres in 
the country. The effect of shortage in Bengal was intensified by 
speculation on a large scale. In many famine stricken areas, 
rice prices were beyond the reach of the people because of the 
action of the speculators or because of hoarding. Outside assis¬ 
tance was to be availed of according to Famihfc Codes. In 1943 
the difficulty was that large supplies were not readily available 

* Indian Year Book, 1943-44 page* 32$, 327.. 
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owing to the general dislocation of Indian grain markets. There 
was congestion in railways and foodgrains could not be moved 
quickly to Bengal. Further, the Bengal Government could not 
properly distribute the food grains that weje available and many 
famine areas were without relief until the civil authority was 
assisted by the army in organising food distribution and medical 
relief in 1943. This relief together with a second rioe crop of 
January-February 1944 helped to overcome the immediate crisis. 

The great poverty of the people is the fundamental reason 
for famines in the country. This poverty is due to the exces¬ 
sive dependence of the people on agriculture, and to the un¬ 
balanced condition of Indian economy. Hence Indian aricul- 
ture should be reformed in a fundamantal manner. The 
creditworthiness of the cultivator should be increased 
and agriculture should be carried on as a business proposi¬ 
tion. Rural and cottage industries as also large scale in¬ 
dustries should be adequately improved so that balanoed 
economy may be introduced in the country and the 
economic condition of the masses and their living standards 
may rise. Their outlook should be improved by making pri - 
mary education free and compulsory so that the minds of the 
masses may become receptive to measures of their economic 
and social improvement 

The Woodhead Commission was appointed in 1944 and it 
estimated that 15 lakh people died in the Bengal famine. The 
Commission also estimated that one-tenth of the population of 
the province was affected. The Commission considered that 
high prices were as important as crop failure in causing star¬ 
vation. Their report exposed the failure of the Government of 
India, and of the Bengal Government to take timely measures 
to keep the food situation of the province under control. Pro¬ 
curement and distribution of food were defective and even 
medical relief was inadequate. 

In 1943 there was a famine in the Bijapur district of 
Bombay and in parts of Madras; but Bengal oonditions did not 
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approach in any of these places. Again in 1946, scarcity areas 
were notified in Bombay and Madras and relief centres were 
opened. 

Famines have thus been frequent in India from early times; 
but in the nineteenth century an elaborate famine maohin&ry 
was developed, which proved successful up to the famous Bengal 
famine of 1943. This famine was literally a food famine and rice 
prices soared very high so as to be beyond the reaoh of ordinary 
people in the rural areas. In fact, food-grains in many parts 
became unavailable. It is, therefore, necessary that measures 
should be taken to see that such calamities do not recur in the 
future in India which is predominently agricultural. We must 
make adequate efforts to grow more food and to make the 
country self-sufficient in the very near future so that if the third 
World War were to take place, India Bhould not be taken un¬ 
awares. We must develop a food polioy consistent with the 
needs of the country and a plan of agricultural development, 
laying a great emphasis on the immediate future to meet the 
needs of the people, should be chalked out. This is oonoerned 
with the food problem of the country, a consideration of which 
is given in the following chapter. 



CHAPTER VIII 


FOOD PROBLEMt IN INDIA 

(India is pre-eminently an agricultural country with varied 
climates and soils fit to grow all kinds of raw materials and 
foodgraiusj We have a large population which is growing every 
year at the rate of five million persons. Thus in view of our 
natural resources and a large labour force, there should be no 
difficulty in raising enough foodgrains to feed the population of 
the oountry. Our natural resourcos are not, however, being 
properly utilised. There is a heavy deficit of foodgrains in the 
country. Owing to the inadequacy of statistical information 
it is difficult to say whether food production in India is 
increasing in proportion to the population; but the available data 
goes to show that the food situation in the country is unsatis¬ 
factory. India is having continuous deficits of food grains during 
the last miny years. Since the war. the internal production in 
the oountry has remained more or less stationary. This is 
indicated by the following figures of agricultural production in 
the Indian Union:— * 


Year 

t ill thousand tons ) 

103!) 

40,898 

1940 

42,764 

1941 

41,891 

1942 

40,634 

1943 

44,224 

1944 

45,441 

1945 

46,093 

194ft 

40,768 

1947 

42.069 

1948 

44,393 

1949 

44,260 

1950 

45,841 


• Report on Currency and Finance for 1949-50, page 148. 
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The prices of food articles are going up. Compared to the 
base average of August 1939^100, the position has been conti¬ 
nually deteriorating as indicated in the following table. * 

Year and month Indev of food articles 


1947-48 

80 r,’l 

1948-49 

382*9 

1949-50 

310-3 

January 1949 

385*3 

February 

383 8 

March 

376*5 

April 

378*8 

May 

377*0 

June 

38 P 6 

July 

385-9 

August 

410*0 

September 

403 1 

October 

106*8 

November 

405*1 

December 

374* I 

January 1950 

379*1 

February 

395-3 

March 

396*2 


Looking back still further, we find that India’s food 
situation appears to be deteriorating. In 1880, the production 
of foodgrains was put at 52 million tons by the Famine Com¬ 
mission and consumption was estimated at 47 million tons, leav- 
’ lng a surplus of five million tons. The Famine Commission of 
1898 estimated that the then surplus was not greater than that 
estimated by the Commission of 1880. The Prices Enquiry 
Committee of 1914 pointed out that in the period under enquiry 
( 1890 - 1912 ) the population increased to a greater extent than 
the area under cultivation of foodgrains, meaning thereby that 
foodgrains requirements of India increased to a larger extent 
than the production of foodgrains in the country. It was due 

* See Ibid, page 151. 
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to two factors, Firstly, new areas were brought under cultiva¬ 
tion which were of inferior quality and from which productivity 
was comparatively low. Secondly, non-food crops were subss- 
tuted for food crops. Between 1 DO 1 and 1931 the population in 
the country increased from 231,14 millions to 27r53 millions or 
by 17 per cent. The area under cultivation during the same 
period increased from 197.1 million acres to 228.10 million 
acres, indicating an increase of 10 per cent. Between 1929-30 and 
1339-40, the area under chief grains increased from 155.9 millions 
acres to 158.2 million acres indicating an increase of 1*5 per 
cent. The yield of food grains and pulses during the same 
period fell from 49*1 million tons to 47*2 million tons, indicating 
a decrease of 3*9 per cent. The population, on the other hand, 
increased from 256*9 millions to 295*8 millions, indicating an 
increase of 15*2 per cent. Thus the area under foodgrains 
during this period increased by 1*5 per cent, the production 
declined by about 4 per cent , but the population increased by 
more than 15 per cent. * 

According to the Enquiry of Sir John Megaw published in 
1940, only 39 per cent, of the people were adequately nourish¬ 
ed, 41 per cent, poorly nourished and 20 per cent, were badly 
nourished. The report also pointed out that in nearly 40 per 
cent, of the villages, the population was excessive in relation to 
the food supply, while periods of food shortage have been occur¬ 
ring in one village out of every 5 in a ten-year period in which 
there has been no exceptional failure of rains. It was als o 
pointed out that the population was increasing more rapid ly 
tl^an the production of foodgrains inepite of a high death rate . 

The quality of food consumed by the people in India is 
also poor in nutritional value. As a result of the growing pres¬ 
sure of population on laud, the production of Jess nutritive 
cereals has increased as compared to the production of more 
nutritious cereals like wheat and rice. Vegetables and dairy 
products which are rich in proteins and vitamins are not pro- 

4 Nanavaii and Anjaria, The Indian Rural Problem, page 61. 
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duoed adequately. The area under fruits and vegetables is less 
than 3 per cent, of the total sown area in British India. In India 
the daily consumption of milk per head is 7 oz,; the figures for 
other countries being, Great Britain 39 oz.; Denmark 40 oz,, 
New Zealand 57 oz, and Finland 63 oz, 

In the war period, substantial increase in production was 
not obtained. As pointed out above, the production of oereals 
declined between 1039-40 and 1948-49, The demand for food 
stuffs, on the other hand, increased because of the prosenoe of 
foreign armies in India during the war and also because the new 
recruits to the army in India and workers in the now industries 
were consuming food in larger quantities than before the war. 
On the supply side, the position worsened because the loss of 
Burma implied a cutting off of 5 per cent, of our annual rice 
consumption. 

To meet the deficit, India has been importing foodgrains 
as shown in the following table: — * 


IMPORT OF FOOD GRAINS 

Quantity in Value in crores 

Year_thousand tons of rupees. 


1944 

649 

130 

1945 

850 

20*4 

1946 

2,250 

761 

1947 

2,330 

987 

1948 

2,840 

1295 

1949 

3,700 

1480 


The above table indicates the dependence of the country 
on imports of foodgrains and in 1949 Ra. 148 crores were spent 
on food imports. The food deficit of India has been increased 
by the partition of th e country . Sind used to supply rice to the 
provinces in India to the extent of 1,50,000 tons per year. 
Punjab and Bind used to supply wheat to the deficit provinces 

• See C.N, Vakil, Economic Consequence* of divided India, page 165, 
The Bombay Food Ministers Conference has fixed the import target for 1951 at 
3'7 million tom. 
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of India to the extent of 5,00,000 to 7,00,000 tons a year. In 
East Bengal a d >fioit of rice amounting to 2 to 4 hundred thou¬ 
sand tons may be estimated. Thus normally, Pakistan has a 
surplus of 5 to 7 hundred thousand tons of wheat. Before the 
partition, this surplus was coming to the deficit provinces of 
India. 

At the present time, Pakistan has a surplus of about a 
million tons of foodgrains. 

Sinc^ the devaluation of September 1949, India has had 
to face another difficulty. Owing to the non-devaluation by 
Pakistan of its currency in dollars, the prices of Pakistan goods 
in India rose immediately by 44 per cent. India, therefore, 
stopped her imports of raw cotton and raw jute from Pakistan 
and introduced schomes of increasing the production of these 
industrial raw materials by extending the area under their culti¬ 
vation, by using fertilisers and improved seeds and by mixed 
cropping of cotton with groundnut. It has been decided to 
expand the production of raw cotton by about 8 lakh bales in 
1950 —51 so that the total production of cotton in India will be 
36 lakh bales in 1950—51. The production of raw jute in 1949— 
50 is estimated at about 31.17 lakh bales as against the figure of" 
20*55 lakh bales of the previous year. India’s total requirements 
are 70*50 lakh bales. These efforts must have, to a certain 
extent, affected the food production in the country adversely 
by divortiug some area or capital from food production to the 
production of these essential industrial raw materials. 

Natural causes like failure of rains, floods in particular 
area* an 1 other factors have been causing failure of crops, 
adding to food scarcity thereby. At the Conference of the Food 
Ministers at Bombay in December, 1950, the Minister for Food 
and Agriculture at the Centre pointed out that in I960—51, the 
deficit in foodgrains would be at least 5*5 million tons and would 
probably exceed that figure if the reported crop failure in 
Madras State became serious and the present estimated shortage 
in Bihar 'upsets the calculation.’ The drought affected the 
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Kharif crop and also endangered the rail crop in s^me areas* 
This would result in lower procurement and smaller surplus. The 
deteriorating internation i\ situation miglif unAe it difficult for 
the Government to secure adequate imports. 

Heavy food imports by Lidia during the l ast several yea rs 
are putting handicaps on the economic develop ment _ of_the 
count ry. The target dat a for self-sufficiency in food was formerly 
placed at December, 1951, but it has been extended to March, 
1052 now. The maximum imports in 1950 were expected to be 
2 million ions. An important effect of heavy food imports has 
been to divert the resources of the Central Government towards 
this direction. The Government has been subsidising the food 
imports. In 1948, tin expenditure of about Rs. 130 crores was 
incurred fin food imports, which accounted for IS per cent, of 
the total value of imports. The government have sold foodgrains 
at concessional rates and in 1948—49, the estimated cost of the 
subsidy to the Government of India was about Rs. 33 crores, or 
about 10 per cent of the normal annual revenue. Tn 1949—60, 
the cost of the subsidies of foodgrains came to Rs. 25 crores. If 
these imports could be reduced an ! stopped, the resources of the 
Government of India would be available for other more impor¬ 
tant purposes. 

A Review of the Government’s Food Policy 

It was in 1942 that the Government of India became alive 
to the food situation in the country. Up to this time, the food 
problem of the country was not scientifically considered. It was 
till then considered as an administrative problem. The Crop 
Planning Conference of 1934 advised a reduction in the area 
under whoat to support prices. It was only in 1942 when there 
was an acute rise in prices that the Government started the 
'Grow More Food Campaign, which brought an additional 
amount of land of 8 million aores under food crops in that year. 
A basic food plan was formulated and a Food Ministry was 
created. The basic food plan was amended in the middle of l 942 
and the Government began to import foodgrains in larger 
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quantities. 

In July 104ft, the Gregory Committee rocomm mded food 
imports, extension of rationing, statutory price control and 
keeping of a stock of foodgrains in reserve. The FooJgrains 
Policy Committee suggested that million tons of foodgrains 
should be kept in the reserve and there should bo an annual 
programme of imports. Tho Famine ^ommisnon put the res¬ 
ponsibility for feeding the people of tho country on the Govern¬ 
ment of India. After tho Bengal Famine, tho Government 
assumed tho responsibility of seeiug that no body suffered from 
starvation in the country. 

Subsequently, the Commodity Prices Board did not auii 
eipate either an increase in food production in tho country or 
even an increase in imports before 1950, Hence they advised 
the Government to carry oil with a ration of 12 o/ Jt which could, 
in future, be increased to 16 oz. when conditions permitted. The 
conditions went on worsening till 1947, when the Food Minister 
estimated tho shortage of wheat at 2 million tons, Tho Inter 
national Food Council alloted 4 lakh tons of rice and 9 lakh tons 
of other grains to India up to June, 1947, hut she received only h 
portion of same Tn tho middle of that year, the Government 
intensified procurom nt in deficit areas and tried to obtain 
imports from abroad. A wheat purchase agreement was nego¬ 
tiated with Australia. 

Early in r*48, the Food Grains Policy Committee, under 
the chairmanship of Mir Purushottamd&s Thakurdas, recommen¬ 
ded stepping up cereal production by 10 million tons in the next 
five years by means of more irrigation, more cultivation of waste 
lands, more manure, better seed and the formation of a Central 
Land Reclamation Oraganisabion with a capital of Ha. 50 crores 
subscribed by the Central Government. 

The direction of food production would be in the hands of 
a Central Board of Agricultural Planning on which the Provinces 
and the states would be represented. Agriculture would remain 
a provincial subject, though the responsibility for feeding the 
country would rest with the Centre, 
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It appeared aB if the food i ritis was easing, and in Decem¬ 
ber, 1047, the (Government of India accepted the Food Crains 
Policy Committee’s preliminary recommendation t hat there 
should be gradual decontrol of cereals and limitation of imports . 
Hence state and provincial governments were advised to reduce 
their commitments under controlled distribution and rationing. 
They weie free to device their own arrangements for the purpose. 
It was expected that hoarded grain would come out; but by the 
middle of 1948 it became apparent that rationing could not be { 
given up. Between April and August 1948, the index of food ( 
prices went up by 15 per cenl. and by September of that year 
the quantum of rations in the areas where it had been in forcej 
had to be reduced. 

The revised food policy was announced on 24th September, 
1948. It aimed at reintroduolion of controls over prices and 
procurement and distribution in respect of rice, wheat, jowar, 
bajra, maize, barley, ragi and gram. It implied the following:— 

(1) The cordoning off of surplus, deficit and self-sufficient 
areas by prohibiting exports from one Provinoo or State to an¬ 
other except on Government -to-(government basis. 

(2) Procuring surplus grains by an agency appointed by 
Provincial and Stage Governments at prices approved by the 
Central Government. 

(3) Licensing of dealers engaged in the purchase, sale or 
storage of foodgrains and requiring them to submit periodical 
reports; and 

(4) Extension of rationing. 

This policy also included provisions for the payment of 
subsidies to Provinces on imported grains and a bonus to Pro¬ 
vinces of 8 annas for every maund of foodgrains procured and an 
additional H annas for every maund made available to deficit 
areas. In accordance with this policy, food rationing was rein¬ 
troduced in varying degrees in most of the Provinces so that the 
total population brought under some form of controlled distribu¬ 
tion by March, 1949 was 126 million as against 148 million be¬ 
fore decontrol in December, 1947. 
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The basic problem in respect of food, namely, the conti¬ 
nuing g'tp between the country’s total requirements and internal 
supplies, remains yet unsolved, Food imports have been rising 
from year to year. They amounted to 2*8 milli m tons in 1948, 
costing Rs. 138 croros. The new foOvl policy was announced by 
the Government on 19th March, 1949 according to which self- 
sufficiency was to be attained . y the end of March, 95', It 
was accordingly decided not to import any foodgrains after 
1951 except in case of a grave emergency arising from wide¬ 
spread failure of crops or for purposes of building up a contra! 
reserve. For this purpose in view, the Units of the Indian 
Union were asked to plan their food production plans and pro¬ 
grammes and to tighten up tlie enforcement of procurement and 
rationing orders so as to clos* all avenues of homiiug and black- 
marketing. Intensive cultivation was to be piomoted, feitnisers 
were to be imported and tube wells wore to l>e constructed. The 
development and use of high-yielding non-cereal crops like 
bananas and sweet potatoes was 1 o be encouraged, Adjustments 
vveie also to be made in the dielic habits ot the people. Thus 
the food deficit placed at about 10 per ecnl. of flu* lotal require¬ 
ments of l V country was tj be wiped out in two years. 

In duly, l f) l f b ih f ' (' comment appointed a Uommi.vuonei 
for Food Production to implement the new policy and he was 
to l>e assisted by an expert Food I’loductiou Foard. The States 
were also directed to create a similar machinery. The revised 
basic food plan expected an increase in production of about 4*4 
million tons by the end of 1951. The Government obtained a 
loan of 10 million dollars from the International Bank for Re¬ 
construction and Development for purchasing equipment to 
bring weed-infested land under cultivation. 

The Food Minister of the Government of India has pointed 
out at the Bombay Food Ministers’ Confeience that it is not 
possible for India to give up the controlle l economy in food- 
grains under the existing conditions. The main problem is 
whether rationing in rural areas in the deficit States can be 
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abolished. Bombay and Madras appear to be against this 
'abolition. 

The Congress Parliamentary Party appointed the Bhargava 
Committee in April ! 50 which lias declared that a definite step 
towards decontrol must be taken at an oirlv date. It has 
suggested a progressive decrease in the government’s commit¬ 
ments in rationed areas, rest notion of rationing to deficit areas 
opening of Covomment gram shop**, allowance of luo markets 
in surplus areas in respect of giaius in ev'o^ of Ihe quantity 
needed under the monopoly procurement scheme and importa¬ 
tion of two million ions of foodgiams befote M ircli, i<)52. 

The Hon’ble Fo >il Minister has pointed out that imports 
of food will be v<> I lftoi Uinh 1052. Jt has also been 
stated thru alrei fhsl cl etc- one million tons will be needed as 
icsen es and anothei million tom to m ikr up the lo^s of iood- 
grains arising out of 1 he diversion of acreuje riom food crops 
to cotton and pc v * If 1\vo million ton^ will be needed m 
1952 53 costing a laige amount, the quest nn of living a target 
date for Mopping imnorxs does not jeallv nriv* The tmnounoe- 
ment of a tirgetdate in the f.i »e of these facts mm create 
sia>rci(y psychology an 1 eneouiage hoarding. 

The Bombay Food Ministers Conference held in December 
1950 came to the following conclusion-'* 

1. As a resub of I he internal flifiif ultie, mlml by natural 
(a Dimities the food situation 1ms been grave. The inter¬ 
national situation may a fleet both availabilities and shipping, 
Howe all possible steps, ImmmI on a unified pokey and direction 
must be taken to meet the rriticnl situation in 

2. Foreign impoits hove to bo stopped by March 31, 1952 
except for building up reserves, making up the deficiency caused 
by diversion to other crops in national interests and meeting 
the deficiency arising out of natural calamities 

3. The controlled economy in foodgrains must continue. 

-* 4. The grow-more food drive ami controls should lie treat- 

* Sec Commerce, ddtul Dec. 9, 1950. 
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<*d as inter dependent. 

5. The public and the press should co operate with the 
Government in sustaining the morale of the people* 

At this stage, we may review the efforts made in Great 
Britain during the last War in this connection. On the out¬ 
break of the War of 1939-45 the Ministry of Agriculture began 
giving a subsidy of £, 2 per acre tor bringing waste lands under 
cultivation. By May 194), over 2 million acres in the country 
were hi ought under cultivation and by November 1941, the total 
area under food crops was 45 per rent, above the peace time 
figure. Subsidies were given to facilitate the use of costly feiti 
lizers. The result was that by 1941 the United Kingdom 
increased its cultivated area by 45 per cent, and its output of 
cereals by 50 per cent. Further, in the inter war years in 
Britain, the average consumption of protective foods increased 
by about 50 per cent, and the children leaving school in 1938 
were bo tween 2 and 3 inches taller than their parents a* the 
same age. * Tn India, no increase in the consumption of pro¬ 
tective foods seems to have taken place. In Britain, milk 
consumption increased by 25 per cent, between 1938 and 1941; 
but in India the per capita consumption of milk fell by 12 per 
cent, between 1935 and 1940. 

It is, therefore, necessary that tlie food supply in the 
country must be increased in quantity and improved in quality. 
For this purpose, statistics of food production must be known. 
In India, however, crop forecasts are defective and there are 
many non-reporting areas about the production of which irfor- 
mation does not exist. Millions of cultivators in the country 
carry on farming on a small scale and they consume a major 
portion of the food produced by them. It is difficult to have an 
adequate idea of the total production with reference to the size 
of the crops sold. The yield statistics of crops in India are 
underestimated to the extent of about 25 per cent, of the total 
production. The yield estimates of the non-reporting areas* arc 


0 The Indian Rural Problem, Nanavati and An jam, page 66. 
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not satisfactory. The Government have recently tried to reduce 
'the size of the non-reporting areas. Even in the reporting areas, 
the yield estimates depend up in the guess work of the patwaria 
and there is no proper cheek on the estimates prepared by them. 
It is, therefore, necessary that adequate statistics of food pro¬ 
duction must be known. Food production in the country has 
not gone up. Some authorities are of the opinion that high 
• prices of agricultural produce, beyond a certain range, do not 
encourage production, but slacken it. A rise in the prices or 
agricultural produce help* the farmers to get the same amount 
of income by producing less. Thus so long as the methods of 
production remain antiquated, the size of holdings remains the 
same and there arc difficulties of storage and marketing, an 
increase in the prieos of agricultural .production will not increase 
aggregate produel ion. 

Thus there are long range problems in spite of the grow- 
more-food campaign which must be given attention. The popu¬ 
lation growth outrunning the means of subsistence makes the 
problem very acute. Mechanisation of cultivation should not 
be blindly extended to the existing culti\ated lands. It might 
make matters worse. It may be tried in the ease of new lands 
with caution. Oilier steps like improvement in tenancy laws, 
consolidation of holdings and extension of oo-oporation and 
cooperative cultivation arc being tried and should be tried. In 
course of time, these steps may lead to increased production. 
But their success will depend on the cooperation of the people. 

»*, A word may now be said about the grow-inore-food cam¬ 
paign which the Government of India have been carrying on. 
In order to stop importing food grains after March, 1952 except 
under grove emergency, the Government have decided to inten¬ 
sify schemes for growing more food. In fact, these schemes 
were started in 1043. The idea was to substitute food crops in 
place of non-food crops by giving special subsidies for this pur-, 
pose. Under the schemes, irrigation was encouraged, fertilizers 
were to be distributed and waste lands were to be reclaimed. To I 
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what exient tin-ne schemes have added to food production is 
difficult to f*ay. Improbably production might have been less in 
the absence cf the grow more food campaign. These schemes 
have not brought substantial achievements in relation to the 
amounts sjkhiI on them. These schemes were expected to yield 
an annual hirren o of over 2 million tons of foocL supplies 
between 1943 and 1 47. After partition, the Government 

intensified lie* grow more food schemes. They supplied manure 
and fertilizers under these schemes and they also gave liberal 
quantities of imitrally controlled basic materials like iron and 
steel, cement. ete., inr constructing irrigation works. In 1949, 
tire Government met 70 per cent, of the demands of the pro¬ 
vinces for iron and steel and 77 per cent, of the demands for 
cement. 

In Uitar Pradesh, the Government ha\e a five-year 
plan of irrigation under which the irrigated area will be increas¬ 
ed by l’OO million acres in live years. The tulal length of the 
canals to be constructed under the li\v-\cai pi in is 7,000 miles. 
In l*47-48, the total mileage of canals in the province was ex¬ 
pected to be about 18,1170. Irrigation lias been expanded, 
resulting in an extra yield of about 2.7,000 tons oi foodgrains. 
In additi ) i to (ho existing 1,0.70 tube wells, the Go\ernmont 
have sain turn d Ihc construction of 000 moic tube wells under 
the grow more food scheme. That will add 2,40,000 acres which 
will produce 54.000 tons of extra grains. Many hydro-electric 
pi ejects have also been diawn up. Many of them would bring 
new areas under irrigation. Government Jm\o also been pro¬ 
viding intciest lice 1 aka u loans to bring more land under the 
plough A scheme of distributing manures on a subsidised 
basis i> also under force, 

Such schemes are being tried and put into effect in other 
Statics also, * The effects of these schemes have not been known 
adequately. There must be a basic food plan ior India. At the 
prese nt time, the Government of India have a total commit- 

• Sei Stale Aid to Agriculturists in India. 
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went of 9*4 million tons for nearly 112 million rationed persona 
living in about 350 towns under statutory rationing and in 540 
towns under non-statutory rationing and for an additional 
urban population of 07 million persons. The total procurement 
in 1950 for them will be about 5'4 million tons.The surplus areas 
will contribute 700,000 tons, leaving a deficit of 3.5 million 
tons which will be made good by imports and by withdrawal of 
stoeks. The maximum imports in 1950 will be about 2 million 
tons. * 

The food problem is not one of production alone; but it is 
also one of procurement and distribution. Procurement is made 
difficult by inflationary conditions which lead to blackmarket¬ 
ing both by cultivators and consumers. In a big country like 
India there are immense administrative difficulties involved in 
rationing. Production requires to be increased and the distri¬ 
bution of food supply requires to be improved. Statistical 
machinery also should be improved to give reliability to food 
statistics so that food policy may be properly framed. Subsi¬ 
diary food must be increased in supply. Consumption must also 
be controlled by the people. The public muRt realise their 
responsibility in drawing only the needed amount of rations. In 
all manner of ways, by bringing more land under cultivation, 
by increasing production per acre and by introducing agricul¬ 
tural improvements, the production of foodgrains in the country 
must be increased. The deficit in food supply is put at about 
10 per cent, according to the rationing standards which does not 
appear to be insurmountable. India must be completely relieved 
of her dependence of foodgrains on foreign imports not only 
because they involve a wasteful expenditure of foreign exchange 
which can be utilised for other more productive purposes, but 
also because of the threatening war situation in the international 
field due to which any dependence on imports of foodgrains is 

■ Sec foot-note to the Repot t on Currency and Finance, 1949-50 page 50. 
The coat of imports ill be high; but no purchases will be made from hard 
cuirenry areas 
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highly risky. The sooner India can reach its goal, the better 
will it be for the country. No repetition of the Bengal tragedy 
must be tolerated in any part of the country under any oondi 
tions. A policy of increased food production in which all the 
resources of the country are to be utilised must be prepared. 
All energies should be diverted to this direction to see that India 
which is pre-eminently an Agricultural country acquires self- 
sufficiency in respect of the production of foodgrains by the 
target date. 

Rationing and price control are to continue so long an the 
scarcity lasts. It is neecssaay that the control system should 
work satisfactorily. In a country like India where the bulk of 
the population is illiterate, the working of a system of controls 
j is bound to be fraught with great difficulties. The control 
’machinery should be tightened up snd arrangements should be 
made to see that adulteration of foodgrains of inferior quality 
with those of superior quality does not take place. This can be 
done only with the co-operation of the public and the alertness 
of (he authorities. Oodown accommodation for storing food- 
grains must improve considerably. At the present time, a 
portion of the foodgrains collerlcd under procurement goes 
waste because of inefficient storage accommodation. How much 
waste is caused by this factor is not known, nor have any efforts 
been made in this direction; but it is a well-known fact that 
wastage does take place in this direction. 

Our consumption habits must also undergo a great change. 
Waste in consumption should be soruplously avoided. This 
requires character and discipline, which are lacking to a great 
extent. A foodgrains economy drive must be undertaken 
vigorously. Feasting in marriage or on other social occasions 
must be considered a social crime by every individual, $?e can 
not expect the Government to give us a lead in every direction- 
Self-help is the best remedy. Government can only help in the 
passing and enforcement of legislation in this direction. With- 
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out enlightened public co operation much cannot be achieved. 

If the figures of the production of cereals in India are' an 
underestimate and if the deficiency of production is about 10 per 
cent; the target date of stopping imports and of attaining self- 
sufficiency in food production can be achieved without much 
difficulty and without much sacrifice to the people. 



CHAPTER IX 

AGRICULTURAL HOLDINGS 


A reference has already been made to the backwardness of 
Indian Agriculture in the foregoing pagan. * An important cause 
responsible for the backwardness of Indian agriculture and for 
the poverty of the cultivator is the subdivision and fragmenta¬ 
tion of agricultural holdings in the country. There is a certain 
combination of the factors of production which gives the best 
produce from land. Any reduction in the size of land holdings 
below a certain minimum makes cultivation unprofitable. In 
India, the average holding is below that minimum limit which 
makes cultivation profitable. There is also a point beyond which 
it is not profitable to increase the size of a holding; but in India 
this possibility is of no significance. 

The term ‘holding’ means all the lands in which a person 
has a permanent and heretable right of occupancy. It also means 
the land actually cultivated by a person, f Suppose A is an 
occupancy right holder, having five plots of land, bearing numbers 
I to 5. B holds two plots of land, 6 and 7. A cultivates the 
land bearing numbers 1 to 4; while he gives plot number 5 to B 
for cultivation. Here the holding of A consists of plots 1 to 5 
and his farm consists of plots 1 to 4. B’s holding consists ol 
plots 0 and 7 and his farm consists of plots 5 to 7. The former 
may also be called the unit of ownership and the latter may be 
called the unit of cultivation. When we speak 
of a suitable size of a holding, the reference is to the 
unit of cultivation and not to the unit of ownership. In 
some cases, the two may be the same. There may be minute 
division of landed property and yet farms may not be bo 

* Sec Chapter 6. 

t The Famine Enquiry Commission of 1345 used the term holding in the 
former sense; while the term farm is used for the latter. 
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minutely divided* Large estates do not necessarily mean culti- 
vation on a large scale; while a wider system of ownership does 
not necessarily imply small cultivation. A big estate may be 
divided in small plots and given to taints, and a large farmer 
may take land on rent from several owners, * If the holding of 
a cultivator is too small for profitable cultivation, lie ean take 
the land on rent from other people. To a certain extent, this 
does take place in India. There are also oases of joint culti¬ 
vation. 

In India, statistical information about holdings is incom¬ 
plete and practically no information is available ah mb farms. 
Giving allowance for this fact, the size of an average holding 
in India is very small. In Bengal, the average size of holdings 
was ascertained to be 4 4 acres. In tlv* U.P., it varies greatly 
with the fertility of the soil. In the Gorakhpur division, where 
intensive cultivation prevails the average area is 4 R acres, but 
in the Jhansi Division, whore I ho soil is unfertile, it is over 12 
acres. The average aroa for the province is 6 acres. In por¬ 
tions of Agra district in 1931 it was found that 27*3 per cent, of 
the holdings were less than 2*5 acres and 23*3 p3r cent, were 
between 2 5 and 4*3 acres. In Madras, the average size is 4 5 
acres. Thus the unit of cultivation in India is small. 

There are two aspects of holdings in India. They are 
subdivided and fragmented. Subdivision means the division of 
. the holdings according to the laws of inheritance. As a result of 
subdivision there is a tendency towards progressive decline in 
the size of holdings. To other words, subdivision means the 
distribution of land of a common ancestor amongst the suocessors- 
in-interest. It may be according to the laws of inheritance or it 
may be by voluntary transfer by sale, gift or otherwise. A man 
holding 12 acres and having four sons will give three acres to 
each son. Subdivision is the result of an increase in the number 
of holders within a family. 

^ Fragmentation, on the other hand, refers to the manner in 

•Nicholson, Principles of Political Economy, Vo!. I, p*g;<rl49. 
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which the land of a person is scattered throughout the village in 
plots separated by lands in the possession of others. If aU the 
fields of a person are contiguous so ttiat he can pass from the 
one to the other without passing over the land of any body 
except his own, his holding may be said bo be compact; but if 
this feature has been brought about by design, it is said to be 
consolidated. The progressive decline in the average size of 
holdings and the multiplication of small holdings is directly due 
to subdivision. Fiagmentabion is caused not so much by the 
act of subdivision as by the manner m which subdivision is done. 

The ten Jency to a progressive decline in the size of hold¬ 
ings should be checked because it leads to unprofitable cultiva¬ 
tion, There are many evils of subdivided and fragmented 
holdings. Small holdings load to a great waste of land. Even 
the poor equipment in the possession of a cultivator cannot be 
given full employment. The farm may be so small in size that 
even the bullocks cannot be turned round while ydoughing. The 
cost of cultivation does not dimmish with the size of a holding; 
but the yield becomes less. After a certain point, fixed oobIs 
come to bear a larger proportion of the value of product with 
every decline in the size of the holding and even variable costa 
do not vary in proportion to the variation in the size of the 
holding. Fencing becomes more costly with a decline in the 
size of the holding. No new system of cultivation can be adopt* 
ed Where holdings are fragmented and small, because crops are 
liable to be damaged by stray cattle. There is a great waste of 
land in foot paths and houndries where holdings are very small. 
Sub-soil water cannot be properly utilised because wells cannot 
be constructed where the size of holdings is very small. The 
employment of labour-saving devices is also not possible without 
co-operative effort. 

Fragmentation has additional evils. The expenditure of 
labour and capital is larger in fragmented holdings than if the 
same area is in a compact place. Time and labour are also 
wasted in moving from one plot to another. The cultivator can- 
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not stay on his holding. Disputes over boundriea lead to litiga¬ 
tions. If a cultivator has all his land in one place, he can keep 
his cattle on the farm arid manure can be effectively utilised. In 
fragmented holdings manure has to bo carried from the village 
to the fields and a large part of it is wasted. In excessive 
fragmentation, irrigation becomes inpracticable even though 
there may be sufficient supply of sub-soil water. Sometimes 
land is driven out of cultivation. Very small holdings destroy 
enterprise and cause an eriormoiH waste of labour. A large 
amount of land is wasted in boundries and fencing and intensive 
cultivation becomes impossible. 

Causes of Subdivision An ] Fragmentation 

An important r-at)^ of subdivisi >n and fragmentation is 
the growth of the spirit of individualism which has displaced 
joint cultivation. The spiri! of individualism has been helped 
by the way in which the law has been administered in India 
under the British rule. 

The laws of inheritance an I succession and the customs 
associated with them aro also responsible for this state of affairs, 
Subdivision is usually accompanied by fragmentation, because 
each sharer wants a share in ever}' kind of land. As against 
this theory, it is pointed out that these laws have existed lor 
hundreds of years, but the evil is comparatively new. It must 
be admitted that in the absence of these laws the evil would nol 
have been so great as it is. The desire for partition may be 
caused by other factors, but the laws facilitate this tendency. 
The spirit of individualism which induces partition is stronger 
to-day than it used to be formerly. Those laws arc the means 
by which subdivision is caused. The increase of population 
under the British rule is another cause responsible for the pro¬ 
gressive decline in the size of agricultural holdings. Population 
is increasing; but industries are not expanding to the same ex- 
} &ent. Joint cultivation is becoming loss and less common. 

The decline of the handicrafts is also an important cause. 
The village artisans possessed some land in the village and when 
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4 heir position became worse, they had to fall back upon laud. 
The town artisans did not possess any land and when they lost 
their occupation because of the competition of machine made 
goods, they became landless labourers. Some of the urban 
artisans may have migrated to the villages and purchased small 
pieces of land which were uneconomic from the very beginning 
or they might have become uneconomic in course of time. If 
new lands were occupied, it would add to the original number 
of holdings, but it would not increase the subdivision. The 
decline of handicrafts may have increased the number of land¬ 
less labourers, but it should not have been a very important 
factor in bringing about subdivision and fragmentation of hold¬ 
ings. Hut as handicraftsmen became tenants, their demand for 
land must have brought about sub livision and fragmentation of 
holdings. If manufacturing industries had expanded along with 
an increase in population, the^ would have absorbed the grow* 
ing population. People would have taken to industries, if they 
would get a decent living; but such a development did not take 
place in India. The growing population had to fall back upon 
land, resulting in subdivision and fragmentation of holdings. 

The basic measures for clicking subdivison are two. Firstly, 
additional la id may b 1 brought under cultivation; and secondly, 
industrial employment should be increased. 

The Famine Enquiry Commission of 1945 examined this 
nm*,tio i and one of its members, Sir Mani Lai B. Nanavati laid 
i mp'nsK oil the modification of the laws of inheritance. H© 
poiiK.* I out the fol’owing disadvantages of uneconomic holdings. 
Th ' economic position of the owners of such holdings is unsatis¬ 
factory, because they eke out an uncertain livelihood by cultiva¬ 
ting land as nop sharing tenants or by working as day labourers, 
nich holdings ate al«o an obstacle to an increase in the producti¬ 
vity of the land. The cuitKator who cannot make both ends 
meet < hi mot be expected to increase the yield of his crops by 
adopting improved agriculture which requires capital. According 
to him, the term 'medium holding’ should be defined with) i 
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certain broad limits and legislation should be undertaken to *>eo 
that the right to such holdings passes to the single heir. In 
other words, impartiality should be given to medium holdings. 
If public opinion is opposed to this course, propaganda should 
be carried on in favour of such a proposal in the permanent inte¬ 
rest of the country. The proposal was not put forward as an 
alternative to a programme of industrial development, but it 
was complementary to such a programme. Under this proposal, 
the junior members of the family, owning medium holdings, would 
sock other employment. It would also prevent the tendency 
for living standards to fall. 

Some members of the Commission did nut accept the view 
that the medium holdings would bn mom efficient units of culti¬ 
vation than the small holdings. Hence they did not accept the 
suggestion for giving the quality of impartibiliLv r to medium 
holdings. According to them, the possession of land was an 
important element of social security and they would prefer an 
increase of small holdings to an increase in the number of 
landless labourers. 

Fragmentation is caused by the manner in which subdivi¬ 
sion is affected. Every sharer wants to have a share in the 
plots of land in all places. Fragmentation is accentuated by the 
expansion of cultivation irregularly over the waste, by purchases 
and sales and by the extinction of families in the absence of 
direct heirs and the division of their property amongst distant 
relatives. It is also caused by the break up of the joint family 
* system. 

There are certain advantages of fragmentation. Where 
there are marked variations in the quality of the soil, the holder 
can obtain a great v aricty of crops and he can find occupation 
for more days in the year on a fragmented holding than he 
can on a compact holding. But this argument can hold good 
only when the number of plots does not exceed the number of 
soil varieties and beyond this point fragmentation becomes a 
serious evil. 
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The remedy for fragmentation is consolidation whioh 
means exchan ere of land of a compact block for a number of 
separate fragments. In this way, all the land of a holder may 
be formed into ono plot or at the most into a few plots of 
different kind-, of soil. This maybe brought about through 
legislation or on a voluntary basis through co-operation. 

Thus we notice that the evil of uneconomic holdings has 
reached an intolerable limit in our countrj 7 and the necessary 
remedies should be tried. This evil is not peculiar to India 
alone. It existed in other countries also like Britain, France, 
(Germany, Belgium, Denmark and Japan. The method of 
voluntary agreement among the proprietor cultivators could not 
cope with the situation and legislation became necessary. Legis¬ 
lation implied compulsory expropriation of the existing holders 
and reconstitution of holdings at the instance of a certain 
number of landholders. The reconstituted holdings were made 
impartible subsequently and they had to be exempted from sale 
for payment of debts. 

In India also it is necessary to adopt similar methods. The 
main question that has to be faced is to decide the area of the 
minimum holding. The area of the holding should be sue h ' 
that its cultivation may be profitable to the oultivator. In 
other werds, economic holdings should be defined. Efforts should 
then be made to constitute such holdings. Several definitions 
of the term economic holding hare been given According to 
Keating an economic holding is one which helps a cultivator 
to produce enough to support himself and his family in reason-' 
able oonfort after meeting his other expenses. According to him, 
in the Deccan un economic holding would not be less than 40 or 
50 acres of land in ono block with irrigation facilities and the 
area of an economic holding would vary in different parts 
according to the circumstances. According to Dr. Mann, an 
economic h >lding is one which will support an average family 
according to a minimum standard of living regarded as satis^ 
factory. Jevons considers a plot of 30 acres as an economic 
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holding which will secure to the cultivator a high standard of 
Jiving. 

It will be clear that the definition of an economic holding 
will depend upon a number of factors like the methods of agricul¬ 
tural production, the type of cultivation, the quality of the soil, 
the availability of irrigation facilities and the like. We may 
deline an economic holding as that area of land which will give 
the moat profitable employment to the labour and capital avail¬ 
able at the disposal of a cultivator. In this connection, many 
factors will have to be considered, viz., the employment of 
labour and capital in occupations othei than agriculture. An 
economic holding will, therefore, vary with reference to these 
factors from place to place. Economic holdings have to be 
created to improve the economic condition of the cultivator so 
that he may get possession of holdings of a reasonable size. 

There are two methods of bringing economic holdings into 
existence. Firstly, scattered Ji ldmgs may be consolidated 
through co-operative societies by persuading the cuitivotors to 
exchange their fragmented holdings for a compact holding. This 
will require a great deal ol propaganda. This method has bron 
’tried in various parts of the country. In the Punjab, about J3 
lakhs of acres out of the entire cultivated area of a Lout 80 million 
acres were redistributed by October 1041. By the end of July 
1039 there were 1,477 consolidation of holdings societies. In 
’ 1943-40 the number of such societies in the East Punjab was 
2,003 which foil to 1,573 in 1947-48, Their membership declined 
to 2,19,841 in 1947-48 from 2,57,913 in 1945 40. Consolidation 
operations reduced the number oi blocks from 18 24 lakh* to 
2'8G lakhs. Out of about 21,881 villages in the East Punjab, 
consolidation operations were completed up to the end of 31st 
July, 1948 in 1,552 villages,* In the U.P, also comolidition ha* 
been tried through co-operation. In 1947, there were 350 
societies with a membership of about 0,000 persons, the area 
consolidated being about 120 lakhs acres. In Madras, there are 

* Review of the Co-operative Improvement in India, 1946 4ft, pai»r 24 
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about 22 Hiioh societies, the total extent of land consolidated 
by them being 1,463 acres. There are consolidation of holdings 
societies in Delhi, Kashmir and Baroda also. 

Legislation for consolidation of agricultural holdings exists 
in certain States also. In the Punjab, the Consolidation Act was 
passed m 1936 and it provided for a certain measure of compul¬ 
sion. Tn 1945, the work was in progress in 86 villages. It is 
necessary to secure the consent of two-thirds of the land holders 
before affecting compulsory consolidation. There is also the 
difficulty of the availability of trained staff. In the central 
Provinces, legislation was passed in 1938 and operations were 
completed in 2476 villages in the Chattisgarh subdivision. In 
tho U. P. the Consolidation of Holdings Act was’passed in 1939 
and was brought into force in 1940. The Act was subsequently 
suspended. 

In Bombay, a bill was brought forward in 1927 in the 
Bomba} Legislative Council. It provided for the creation of 
machinery for laying down standard unit< according to local 
conditions. All the plots below this standard were to be declared 
fragments. The bill sought to stop further subdivision of the 
existing fragments and to promote consolidation of holdings. 
It implied a certain amount of compulsion. The bill was criti 
cised on the ground that it would interfere with the laws of 
inheritance and with the pniinple* on which Indian family life 
was based. It was also criticise 1 on the ground that it would 
create a large landless proletariat. It was, however, postponed 
indefinitely because of determined opposition, In 1947, the 
Consolidation of Holdings Act was passed in the State to prevent 
the splitting up of holdings below a certain minimum and to 
co-ordinate the existin'* fragments into suitable units. 

Now that %&minriarj nbolision in being done in India, it is 
time that consoli ;ation of holdin :a should be promoted to an 
adequate extent. Wherever consolidation has been done, it has 
proved beneficial. The productivity of the land has increased. 
The area under cultivation has also increased by bringing under 
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the plough those pieces of land which were not cultivated 
formerly because of excessive fragmentation. Litigation and 
quarrels have become less and a desire for improi T 0 ment is 
noticable. 

The success achieved has been greater in the Punjab than 
elsewhere. Tt is due to the fact that its villages are more homo¬ 
geneous in respect of population and land both. Land tenure is 
simple there and in the canal colonies which are now located in 
Pakistan, lands were newly brought under cultivation and 
consolidation was easy there. 

Thus consolidation will result in increased benefit to the 
cultivator and it will bring about improvements in agricultuie. 
As and when zamindari abolition Acts are passed in different 
States, provision should be made for preventing subdivision and 
for affecting consolidation of holdings. In the United Provinoes 
Zamindari Abolition anti Land Reforms Act, it has been provided 
that in future no body can have a holding exceeding 50 acres 
and subdivision of a holding will bo permitted only if parts so 
subdivided are not less than the economic holding of 6i acres. 
The bill also provides for the formation of co operative farms 
comprising of economic holdings iji a Aillage. If two-thirds of 
the holders of uneconomic holdings aj ply for registration of such 
farms, the remaining one-third will have io join and the Govern¬ 
ment will give facilities for such enterprisers. Similar provisions 
should be made in acts as and when they are passed in different 
States in India for the abo'ition of the zamindari system. In 
fact, when fundamental reforms in land are being undertaken by 
abolishing zamindari, provision should be made for preventing 
subdivision and fragmentation of holdings and for the constitu¬ 
tion of economic holdings. 



CHAPTER X 

LAND REVENUE SYSTEM IN INDIA 

The State in India has claimed a share of agricultural 
produce from the cultivators from very early times. According 
to the laws of Manu, one-sixth of the gross produce was regard¬ 
ed as the legitimate share oi the State; while in emergency 
times, the proportion might rise to one-fourth. This system 
continued for long centuries, for it had many advantages. No 
elaborate system of suspension and remission of the revenue 
was necessary and the demand of the State varied with the 
amount of the produce raised. The ta-k of getting revenue in 
kind became difficult with an increm* in the area under culti¬ 
vation. It required a large army of officers and alternative 
methods of collection were required. 

In course of time, the share of the State was commuted 
into money. In the time of Slier Shah between 1540 and 1545 
attempts were made at fixing the share of the state in ihoney. 
Thereafter a systematic attempt was made in the time of Akbar 
by bis finance minister Todar Mai, A selentifia enquiry was 
made in respect of the taxable capacity of different soils and 
land was classified according to fertility. The share of Govern¬ 
ment was fixed at one-third of the gross pro luce. The term of 
settlement wn fixed at 9 years and the cultivator had the 
option to make payment in ca h. The money payment was 
based on the average prices of foodgrains prevailing in 19 years 
before the settlement. 

The Moguls continued the ancient Hindu system in funda¬ 
mental respects. They ouly systematised the unwritten system 
that prevailed in the Hindu times. Regular records and reve .ue 
accounts began to be kept to have a knowledge of the financial 
resources of the State. 

Another important feature of the history of the land 
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revenue is the evolution of revenue forming. This development 
took place in the declining days of the Mogul Empire. The 
Bystem became fairly general in the early quarter of the 
eighteenth century. The right to oollect land revenue was 
given to the farmer who paid niueJcntha of the whole collection 
and kept the rest as his remuneration. Subsequently, the right 
to collect land revenue for a particular area began to be sold to 
the highest bidder by public auction. The persons who got the 
contract in this manner paid a lump sum to the Government 
and retained the remainder for themselves. They tried to exact 
as much from the cultivators as they possibly could. In course 
of time, the office of the revenue farmer became hereditary as 
the central authority became weaker. The land revenue farmer 
took the advantage of the weakness of the central authority and 
he made himself the proprietor by bruizing the waste land under 
his cultivation Subsequently, he began to buy out small 
neighbouring cultivators. Towards the end of the eighteenth 
cen ury, the revenue farmers had become more or less full pro¬ 
prietors. The decline of the central authority and the financial 
difficulties of the Government strengthen j( 1 th* position of the 
revenue farmers, for the Government looked up to them to 
provide money, 'flic operations of these revenue farmers were 
unchecked; and they began to oppress the cultivators to a great 
extent. This system was first prevalent in Bengal; but, in 
conjee of time, it spread to other provinces also, and in the 
fotter part of the eighteenth oentury, it was adopted by qhe 
Mar&battas also. 

‘ The effects of the system were not uniform in all parts of 
the country. In Northern India, the effects were more complete 
and lasting. But in t]be Deccan, the revenue farmers acquired land* 
lord rights. In some placos, they acquired only certain overlord 
rights as in the Punjab and in the United Provinces. The 
revenue farming Bystem brought about an increasing complexity 
of land tenure and rights. There was a depature from the 
"former rev :nue practices and regular surveys which prevailed 
formerly were given up. 
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The Permanent Settlement System 

This was the position when the British came into India. 
They introduced the permanent settlement system. At this 
time, the cultivators were exploited by the exacting zamindars 
and the provincial rulers imposed many other levies. The 
position became worse in the early period of the Company's rule 
af(er the grant of the Diwani in 1765. When Clive introduced 
the dual Government system, the conditions became still worse, 
Under this system, neither the revenue officers of the Nawab 
nor those of the East Tndia Co. felt themselves responsible for 
good Government. The result was that the people wore greatly 
oppressed. In 1709 the supervisors of revenue were appointed 
to protect the cultivators from being exploited by the zamindars; 
but they could not set matters right because they did not get 
the co-operation o( zamindars and the k,mangos. In 1772, 
Warren Hastings was adted to assumo the diioet administration 
of revenue. He introduced some changes in the machinery of 
collection and in the method of assessment. Land revenue 
collection began to be sold by public auction which made 
matters worse. The East India Company wanted a stable 
income and it wanted to declare high dividends to its share¬ 
holders. Hence Lord Cornwallis introduced the permanent 
settlement system in Bengal. 

This system was based on the analogy of English condi¬ 
tions. The zamindars who were merely land revenue collectors 
were made full proprietors of the land in the areas over which 
they used to collect land revenue. Ten-eleven parts of the rent 
received by the zamindars from the cultivators were to be paid 
to the Government as land revenue and the balance was to be 
kept by the zamindar as his remuneiation, The revenue liability 
was fixed without any survey or investigation into the rights of 
owners and the classes of soils. In the event of failure to pay 
the land revenue, the estate was sold even in emergency times 
like famines. The Government reserved the right to introduce 
any measures to protect the welfare of the cultivators. The 
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settlement was declared permanent in 1793 and the assessment 
was to remain the same for ever. The Government was not to 
make any demand upon the zamindars or their successors or 
heirs to increase the hind revenue as a result of an improvement in 
the estates. *. The main object of the Company in introducing this 
system was to obtain a stable income for itself The landlords 
became interested in getting the maximum lovenue from the 
cultivators and the tenants’ interests could not be protected 
adequately foi a long time to come. Between J793 and 1839 the 
/amimlars prospered in wealth and the village community 
perished. 

Being favourably impieswd bv the regularity with which 
rev enues were collected in Bengal under the perimme/it settle¬ 
ment system, the authorities look steps to introduce it in other 
areas like Banaras and parts of Madras. When the system was 
n night Iu be introdueerl in southern Madras, difficulties were 
experienced. In the major portion of Madras the villages were 
Ryolwari where no inti rmetlmrie* existed. The villages were 
grouped together and the right of collecting land revenue was 
sold by public auction to the highest bidders. These bidders 
,became the landlords of the whol* (‘state. This experiment 
failed miserably and M was, therefore, given up. Doubts about 
the utility of the system vveic exprew'd as eariv as 180.8, The 
main objection was the possible Ins* ot revenue. Butin 1821 
, the Court of Directors decided ag inisi the permanonl settlement 
in Northern India, t Even thereafter controversy went on in 
regard to the intro iuction of the system. One school of 
thought was of the opinion that fix the share of the State 
permanently would be a grext help to the Jandod interests and 
the peasantry; but the Government of the Punjab was vehe¬ 
mently opposed to the introduction of the system in that 
province. According io it, there would be a great financial loss 
to the Government because the economic conditions of the 

* S?e the report of the Land Rcvcnur Commission, BengaL Vol. I. para, 
" 44 and Taxation Enquiry GorrtnuUcr Report, para “ib 

\ R. G. Dutt, Economic History of India in the Victonan at^c, paifc 34. 
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province would develop; but revenue under the system, if 
introduced, would remain the same. Tn 1809, it was decided 
that permanent settlement should not be introduced so long as 
land values continued to rise*. It was in 1883 that the Secretary 
of State for Ind'a wrote to the Governor-General that perma¬ 
nent settlement should be abandoned. 

ARGUMENTS FOR AND AGAINST THE PERMANENT 
SETTLEMENT SYSTEM 

The following are the arguments in tun ir of the perma¬ 
nent settlement system; - 

(1) It secures a fixed arid regular income to the State 

without incurring ho ivy exp on lan I revenue assessment 

and collection. 

(2) It makes tli'Zi mud\rs loyal to the Si itf\ because 
they get the benefit of an improvement m land. 

(3) Tt wmld enabl * the /.anmlirs to been ne the social 
leaders of the country. 

(4) The system would bring about an improvement in 
agricultural industry. And 

(5) It would lead to agricultural prosperity. 

Needless to say (hit <h *sc advullages were not realise 1 
On the other haul, l!u* fact that land revenue in the perma¬ 
nently settled aiwis re n unel fixed implied a great lo^ to the 
State. Lml levo.nm is an important source of income of 
provincial Governments and they are in charge of nation 
building d’flirtmeats. To discharge their functions properly 
and ollioiently, they r< ^uire increasing revenue, which, im l 
the penniuont so r th* u * it system, is fix * 1. Th^ income of th v 
fc'imindars luis Jieen continuously inenmung be can ° if" m 
increase m the pncei of agricultural produce; but the imome io 
the State from this source has not expanded. 

The argument that landlords would remain loyal is not 
valid. The objective of the State should be to secure the 
loyally of all classes of people by increasing their economic wel¬ 
fare. It should not depend upon any one particular class for 
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loyalty and grant special privileges to it. 

The zamiiidars have not risen to the occasion and they 
have nob shown anv spirit of social service. On the other hand, 
they have imposed illegal exactions on the tenants and agri¬ 
culture has suTcrei Iumvium* 1 here has often lack of oo-operation 
between the tenants and. I he zamindars. 

The system has pro nolo J agriculbar.il discontent and it 
i> socially degrading and aImmistrilivel / iuoffiehnt. According 
to the Pioud (donmission, the Zunindiri system has not been 
beneficial in the national interests. In som^ districts in Bengal 
there are about 50 interm^di de interests between the zamindar 
and the cultivator. Hence them has been a large increase in 
the number of landless lahouiers. * 

Under the system, the relation^ between the landlord and 
the tenants with occupancy rights were not in a satisfactory 
state uid the for irr ‘will do ah he can to ruin them and dri\e 
them nfl tli* 1 lind’ The Famine Commission of 1880 wrote 
that 'thmi'li there is ivisou to fear tint in inmy parts of the 
country occupancy rights have b^cn in'itrmvably impaired, and 
the po nt to whidi (he eTirts of flic Givernmuit should bo 
directed is, therefore, to remove this conflict of interests, t 

Thus the parmari'Mt settlement svslcm was unjust to 
millions of cultivators who were deprived of their rights in land. 
The system was in ide still more obnoxious by the zamindar 
who taxed his ryots for every extravagance or neecHsity. In 
the beginning of this century, the Government of India dis¬ 
covered that this system which was not supported by the 
experience of any civilised country was noi justified by the 
single gr*\it experiment made in Tudin. 

The system also led to demoralization of the zamindars 
and the misuse of the rights which wore undeservedly given to 
them. According to the Floud Commission, the complexity of 

■ The Report of the Commission, pa^e 37 

4 Sec Report, page 117, quoted by the Famine Commission, 1045, page 353. 
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the Bengal land system led to a great increase in litigation. 
The system “was base 1 on the bankruptcy of millions of culti¬ 
vators whose grievances and appeals now lie buried in history.”* 
The system conferred unrestricted rights on the zamindars, and 
consequently, it became a fabric of monopoly and tyranny 
under its pressure. Hence there has been a widespread demand 
for its abolition. 

No elaborate enquiries were done with regard to a record 
of rights or the classification of soils and no elaborate survey 
like the one which should precede a set tlement was undertaken. 
Further, the rights and interests of the ryots were not safe¬ 
guarded. Not only did they lose th ft ir proprietary lights, but 
they were left almost at the mercy ol the zainiudars, who 
rackrented them. Under Regulation VJI of the zamin 

dars were vested with wide and arbitrary powers of distraint. 
If the landlord was unable to m >et I lie state demand, his estate 
was actually sold. Hence the landlord was helped m realizing 
the high rents so that he might piy his dues to the government 
with absolute punctuality that was required. The main 
objection to its abolition is tint it will amount to a violation of 
the sanctity oi contract, hut in tins connection it may be said 
that there is no question of sanctity of c intrant when the 
contract is unconscionable or against public policy. The 
problem e innot be solve 1 by substituting periodical settlement 
for the permanent one. The main thing is whether the land 
system hs a whole secures the co-opeiation of all the pirties 
connected with land and whether ?t provides in mitivo for 
the efficient utilisation of land. 

The majority of the Floud Commission gave thdr verdict 
against the perminenfc settlement in liui'il. Tns vigin anJ 
the characteristics of the system in every proving wherever it 
Ss in force are the sann, an! as the Fimi n Cm nUsiou of 1045 
pointed out, *tln decision arrived at hi resp?et of Bengal can in 

• The Famine Lnquny Commission, 1945, page 354. 
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no way differ from that in respect of the rest. * 

According to the Ploud Commission, the permanent settle¬ 
ment brought about the expropriation of the rights of the ryots, 
it rendered Ian 1 revenue inelastic, it resulted in equalities of 
assessment, it deprived the Government of the dose contact 
with an intimate kn > ,vledge of agricultural conditions. It also 
stifled the enterprise and initiative of all the classes concerned 
and lc 1 to the creation of a number of parasitic intermediary 
interests between the zamindar and th' actual cultivator and it 
led to a large volume of litigation between the landlords and 
tenants. In the light of this indict ri mt of the system by the 
Floud Commission, it is dear that tin system is disa Ivantageous 
and should bo removed. 

Temporary Settlement 

Another system of land revenue settlem/oit is the temporary 
settlement. In those parts where the permanent settlement does 
not prevail, tin temp wary settlement p wails. Temporary 
settlement implies the settlement of lanJ revenue demand for 
a certain period of time. It refers to th 1 J 3tcrmin a iUon of the 
share of the »State and also to the per-»>n who is to pay the 
share. It also implies a record of the private rights and 
interests in the land. Under this system, there are three stages in 
process of tbe land revenue settlement. 

The Cadastral record: —It includes the preparation of the 
village map, I h 1 r wen n roeorl an 1 the reeor 1 of rights. A 
detailed survey of the Uu 1 is made and boundary linos are 
demarcated 1 1 tin 1 out exactly Hi* ntmnt o r the cultivable 
land. Soil cla^iti *ation is ,dono to find out th > right of assess^ 
ment applicible to etch. As a result of this survey, thn village 
mip is prep ir j l which in licites the separate fnlh i 't an I th » 
area an 1 the typ> of the wastj land and the lari 1 uu ier c dti- 
vafcion. A field register is also prepared and from this rocorl a 
list of those who arc called upon to pay revenue is also prepared. 


Sec Minute of Dissent of Nanavati, pa^e 348 of the Report. 
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In addition, there is a record of rights also of the various people 
connected frith land. These records are kept up-to-date by 
registering all changes and these records are legally valid unless 
the contrary Is proved. 

Assessment of Revenue 

The revenue demand is fixed to find out how much 
amount will be paid by the parties concern©'!. There are differ¬ 
ent bases for assessing revenue in different places, an account of 
which will be presently given. 

Collection of Revenue 

The next stage is the collection of icvenue, which is done 
in instalments to suit the convenience of the cultivator. Pay¬ 
ment of the land revenue can bo made only when the crop is 
harvested, and, therefore, land revenue collection is done twice 
a year. Arrears are recovered by attaching the property of 
the payer. In the temporary settlement, the sale of land is 
the last step. There is also provision for suspension and 
remission of land revenue in times of floods and failure of rains. 
Suspensi m implies the po itponemenfc of charging revenue and 
remission, total or partial, is grant© 1 in the case of continued 
failure of crops over more than one year. 

Assessment under Temporary Settlement 

In places where the permanent settlement does not 
prevail, the temporary settlement prevails. The principles of 
settlement vary from place to place. There are three main 
systems?—(1) The Mahaiwari system of the U. P. and th© 
Punjab, (2) the Malgnzari system of the Central Provinces, and 
(3) the Eyotwari system of Madras and Bombay. A brief 
account of these systems is given below:— 

Tike Mahalwari System?— This system was first adopted un 
Agra and Oudh and later, it was extended to the Punjab. Jts 
principles were laid down in 1833, The villages concerned under 
jkhis system were units by themselves. The ownership of 
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property was joint and the settlement was not with individuals, 
but it was done directly with these villages or ra&hals* A co- 
sharer was selected to take the responsibility of paying the 
land revenue. There are variations in detail in regard to the 
procedure and period of settlement and the assessment of land 
revenue. The share of the State varies from 40 to 70 per cent, 
of the rental. In the Agra settlement, the village as a whole is 
responsible for paying land revenue, but any oo-sharer can 
claim separate liability. 

When settlement operations begin in the United Provinces 
the villages are inspected by the officer. They are grouped by 
him into assessment circles, possessing similar qualities of soils. 
The rent for each kind of soil is determined. It is based on the 
cash rental of the lan Is under ordinary crops which are culti¬ 
vated by tenants who obtain thoir livelihood from their holdings. 
The rent rate is then determined with reference to the ascertain¬ 
ed rentals after taking into consideration factors like inorease 
of population, crop statistics and increase in the cultivated 
area. Where cash rents do not prevail, the basis is the rent 
paid in the village for similar lands. 

In the Punjab, a moderate revenue paid by each village is 
fixed on the basis of net assets. The term ‘Net assets’ means the 
average annual surplus produce of a group of estates after deduc¬ 
ting the ordinary expenses of cultivation. Net assets are calcu¬ 
lated on the basis of rents paid by tenant cultivators who pay 
a fixed share of the produce. The produce estimates take many 
factors into consideration, for example, the average yield per 
acre of the crop, the average obtainable in the village and the 
share of the gnsB pro! ice received by land owners. Thus net 
assets are calculate! on the basis of rentals received by land 
lords. The bans is not the profit of the owner cultivators. The 
assessment for the circle is determined in this way and then it 
is distributed for all the holdings in consultation with the land 
owners. Flat rates are then found for the whole village. 
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In the C, P., the system is on the snme lines in respect of 
assessment as in Agra. The difference is this that the mal- 
guzara who were formerly revenue farmer* under the Marahattas 
are recognised as heads of villages, having proprietary rights. 
The State gets one-half of the rental and the period of settle¬ 
ment is 30 years. As a result of the malguaari system, the old 
villagt com inanity has been broken up. 

The villages in 0. P. were of the ryotwaH type, consisting 
of cultivators who were owners of their holdings. In 
Course of time, the cultivators became the tenants 
df the malguzars and, therefore, protection had to be 
given to them. In C. P., the settlement officer fixes the land 
revenue to be demanded from the malguzar* and he has also to 
determine the rents payable by the tenants to the malguzars. 
Hence here the method of calculating the rental value should be 
very accurate and it is based on a very complicated process. Tt 
is arrived at by an elaborate system of grouping and soil classi¬ 
fication under which the productive capacity of the soil is 
measured. It is assumed that the value depends on the average 
net profits of cultivation. The soil unit varies not only with 
the fertility but also with the position of the land. 

The Ryotwari System of Madras. 

The principles of settlement are not statutory; but they 
are derived from instructions. Each village is surveyed and a 
village map is prepared. There is classification of land accord¬ 
ing to the soils, whose productivity is determined in terms of 
ordinary crops giown. The grain value is convofted into money* 
value on an average of 20 non-famine years. The expenses of 
cultivation are deducted from this average. Half of this net 
produce is fixed as the maximum land revenue. The rates 
differ from area to area because of a complicated system of 
calculations. 

In Bombay, there is a Land Revenue Code under which 
settlement operations are regulated. According to an amend¬ 
ment of 1939 there are three main stages. Firstly, lands in a 
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taluka are divided into groups on the basis of climate, rainfall, 
communications, agricultural resources and other economic 
factors. A group means an area in which lands are homogenous 
in respect of the factors given above. Secondly , standard rates 
are fixed for each group. Standard rate means the normal 
assessment per acre on land in that class of 10 annas olassifica 
tion value. The standard rates are fixed in such a manner that 
the aggregate revenue demand on the occupied lands does not 
exceed 33 per cent of the average rental values of such lands for 
five years immediately before the year in which the settlement 
took place, Rental value is the basis for fixing the maximum 
Assessment. Rental value is the consideration for which land is 
leased Jor a period of one year for its most advantageous use* 
It may, therefore mean any sum of money or a share of crops 
or any thing of value paid periodically in consideration for 
getting the use of land. The settlement officer ascertains the 
rental value. Thirdly , the revenue liability for different classes 
of land is then determined. For example, if the maximum rate 
for the 16-anna field is Us. 5 per acre, it would be Rs, 2/8/— 
per acre ou « field falling in the clarification of annas 8. The 
provincial Government can vary the assessment in any year in 
accordance with changes in prices, where a particular settlement 
was made with reference to specified prices of agricultural 
produce. Thus an element of elasticity has been introduced in 
the land revenue system. In the depression period, the revenue 
demand will be reduced to the advantage of the cultivators and 
|n periods of rising prices the land reverie demand will tend to 
rise. 

The Increase in assessment resulting from a revision is 
limited to 25 per cent, of the total for the whole taluqa and 50 
per cent of that of a village. Private improvements are ^protect- 
ed against an increase resulting from a revision. 

Under the ryotwari system, the landholders hold the land 
directly from Government and there are no intermediaries. The 
tenure is occupancy and lands are heietable and transferable. 



138 


EVOLUTION OF INDIAN ECONOMY 


They are alienable without Government’s sanction; but they can 
be forfeited for failure to pay the land revenue demand. Under 
the ryotwari system, much depends upon the discretion of the 
settlement officer when the assessment is made. There is a 
great deal of guess work in respect of the factors which are 
taken into consideration in fixing the assessment. Moreover, in 
every periodical revision, there is enhancement as a result 
of which the peasant proprietorship system has not produced 
beneficial results attributed to it by economists. Under the 
ryotwari system, the State owns the land an 1 the landholder 
gets his title directly from the State. This claim of the State, 
has destroyed the collective basis of village organisation and 
life. * 

A General Survey of the Basil of Assessment 

There are differences in respect of assessment of land 
revenue prevailing in different provinces and the land levenue 
does not represent a proportion of gro s produce. In the United 
Provinces, Punjab and the Central Provinces, the land revenue 
demand is theoretically based on economic rent; but in actual 
practice, it is lens than the economic rent; partly because of the 
operation of tenancy laws and partly because of the moderation, 
of settlement offices. In Madras, the assessment is based on the 
net produce, viz., the gross produce less the cost of cultivation, 
assuming that all labour is hired and giving allowance for the 
labour of the cultivator and his family. In Bombay, the assess¬ 
ment rate is arrived at with reference to economic considera¬ 
tions, but actually it is based on the rents paid rather than on 
the basis of the net produce. The amendment to the land 
revenue code has laid down certain definite conditions regarding 
the basis of assessment, the period of settlement, the standard 
rates and the maximum limit to an increase in the rate. It 
gives proteotiou to the cultivator for an improvement made i.i 
land by him. 

The incidence of land revenue varies from province 

* The Indian Rural Problem, Nanavati and Anjaria, III edition, page 119. 
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province. The incidence per acre of total area varied between 
as. 6-4p. in Orissa in 1936-37 to Re. 1-3Gas.- 3p. in the case of 
Madras in 1933-34 In the United Provinces the average for 
1936-37 was Re. l—l —10. The incidence per acre of cultivated 
area variod from the minimum of 12as. 8 pies for Orissa to the 
maximum of Rs. 4'4/ll for Madras, the corresponding figure 
for United Provinces being Re, 1-13-11, * 

The Indian Taxation Enquiry Committee pointed out that 
on account of the wide variations in the average percentage 
figure of land revenue in relation to the rental value of the land 
it was nob possible to find out the incidence of land revenue 
upon the land. The uncertainty regarding the basis of assess¬ 
ment and the rate of assessment is one of the objectionable 
features of the Incliin land revenue system. The Taxation 
Enquiry Committee recommended that the basis of land revenue 
should be the annual value based on the gross produce minus 
the cost of cultivation. The coal of cultivation should also 
include the labour charges of Ihe cultivator and his family and 
also the return for enterprise. Rents mav also be taken as 
annual value where they are fixed by tenancy laws or in any 
other manner. Accord in u to the Taxation Enquiry Committee 
*the system would become scientific if allowances were made for 
all the expenses of the cultivator and if a uniform rate of 75 
per cent of the value were regarded as the standard rate of 
assessment. The entire land revenue system should be revised 
in accordance with suitablo principles like those recommended 
by the Indian Taxation Enquiry Committee. 

* The land Revenue system should be so framed that it may 
leave enongh margin to the cultivator so that agricultural enter¬ 
prise may increase and improvements in agriculture may be 
rendered possible. 

It Indian Land Revenue a Tax or a Rent ? 

In this connection, a controversy has been raised whether 
fond revenue in India is a rent or a tax. Rent is the excess of 

* The Indian Rural problem, Nanavati and Aojaria, Ill edition page 129. 
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the yield of a superior piece of land over that of the marginal 
land; while tax is a compulsory contribution having no relation¬ 
ship to the benefit received by the tax payer. If private owner¬ 
ship of land is proved as having prevailed in the past, then Indian 
land revenue may be called a tax. This controversy, however, 
depends? upon the issue whether the State in India is the land 
owner and whether State ownership cf land was recognised in 
the past. If State ownership of land is granted, then Indian 
land revenue is a rent; but if private ownership of land is 
accepted then Indian land revenue is a tax. 

Arguments in favour of private ownership oi land are 
these. Firstly, the income tax Act of 1886 exempted agricul¬ 
tural incomes. This means that income from land had already 
been taxed and if land revenue had been a rent, a further tax 
would have been levied. Secondly , the process of its assessment 
and collection is the Bame as in the case of a tax. 

It is also argued that Indian land revenue is not a tax 
because the State cannot alter it for the duration of the settle¬ 
ment. The State also grants concessions to the payer of land 
revenue in the form of rent-free sites for houses and in the form 
of common grazing lands. The State, however, can revise the 
rent annually; but considerations of policy, economy and 
expediency do not permit it to do so. Moreover, rents of private 
lands are not necessarily fixed for a long period of time. In 
many cases, the leases are renewable from year to year. With 
regard to the use of common grazing lands permitted to the 
revenue payers, it may be said that such concessions can be 
granted by the Government as an enlightened state. It does 
not mean that its right of land ownership is proved thereby. 
The Government is concerned with the welfare of the cultivators 
and it may grant such concessions. 

This controvercy is almost infinite and does not admit of 
any definite answer. It is also endless and profitless, endless 
because innumerable arguments are given and, profitless because 
it is irrelevant from the practical point of view* If land, revenue 
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is so high as not to leave the owner anything beyond the barest 
necessaries of life then even if it is accepted that the cultivator 
is the full owner of his holding, this admission is nothing to him. 

Sometimes it is pointed out that if the theory of State 
landlordism is accepted the right of the State to charge the full 
economic rent should also be aooepted. It is now universally 
accepted that the whole of the eoonomio rent may be absorbed 
in the form of a tax and this will not injure the interest of the 
tax payer. The controversy is, therefore* profitless. All important 
questions of the policy pertaining to land revenue like the 
extent of assessment, the settlement period, etc., can be discus* 
sed without any reference to the controversy of Indian land 
revenue being a rent or a tax. The broad fact is that the State 
should fix land revenue with reference to the capacity of the 
cultivators to pay it. It must conform to the canons of taxa* 
tion. In other words, it should he elastic and uneconomic 
holdings should be exempted from taxation. It should also be 
economical and its collection should be such as to suit the 
convenience of the cultivator. 

With regard to the canon of certainty, it may be said that 
it is satisfied because the cultivator knows wliat he has to 
pay during the period of the settlement. With regard to the 
canon of convenience, it is also satisfied because laud revenue 
is payable in instalments to suit the convenience of the culti¬ 
vator; but the principle of convenience is, to a certain extent, 
sacrificed in favour of that of certainty. The settlements are 
based on averages of good and bad years. It is argued that 
the agriculturists should be able to save enough in good years 
to meet the deficiency of bad years. But it is not a correct 
assumption; because out of every five years two are below the 
average and only one is above the average. Thus the average 
assessment is oppressive in bad years. The long period of 
settlement is also inconvenient because if the assessment is 
increased at the next settlement, the cultivator finds it difficult 
immediately to adjust his standard of living. With regard to 
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the canon of economy, it may be said that the expenses incurred 
on the revenue establishment are not incurred in connection 
with land revenue. The revenue agency has to do other mis- 
oellaneous work also. In respect of the canon of ability, the 
official view has been that the share of the State has been pro¬ 
gressively reduced in the past. The Taxation Enquiry Com¬ 
mittee pointed out that the share of the State declined from 
100® to 1924, During this period prices rose by 117 per cent, 
but the land revenue rose by 20 por cent, and the area sown 
increased by about 7 per cent. It may, however, be pointed 
out that there was a great fall in agricultural prices in the 
depression years; when land revenue did not have a tendency to 
fall in accordance with the decline in prices. 

What is necessary is that interprovincial disparities in the 
land revenue should go. The Taxation Enquiry Committee of 
1924 recommended a uniform standard of 25 per cent, of the 
annual value as the State’s share. Tn the case of land revenue 
there is no tax-free minimum as in income-tax and the percent¬ 
age of the tax to the income is higher in the case of land revenue 
than in the case of income tax. If a minimum tax-free limit is 
adopted in the case of land revenue, it will adversely affect the 
financial solvency of the State Governments. The necessary 
reforms in land revenue assessment should be introduced and 
uneconomic holdings should be exempted from taxation and it 
should be subject to the principle of progression. 



CHAPTER XI 

LAND TENURE AND THE TENANCY PROBLEM IN INDIA 

Land tenure means the way in which land is held and 
cultivated in a community. It refers to the persons responsible 
for paying land revenue, the form of settlement and the various 
interests and rights in land. It also indicates the relationship 
between the landowner and the tenant. A good system of 
land tenure increases the yield of agriculture by securing co¬ 
operation between various parties connected with agricultural 
land. It ensures the proper utilisation of the agricultural land 
of a country. Just as a good system of land tenure enoourages 
agricultural enterprise and increases the yield of agricultural 
produce, similarly a bad or defective system of land tenure dis¬ 
courages cultivation and reduces the yield of agricultural land. 

According to economists, the ideal or the best system of 
land tenure is one which secures the best possible cooperation 
between the various parties connected with land, The system 
which satisfies the following three conditions is called the best or 
the ideal land tenure system. Firstly, fixity of tenure should be 
satisfied. It means that the term for which the cultivator is en¬ 
titled to the possession of land for cultivation purposes should be 
fixed for a certain number of years, Subject to his paying rent 
regularly, he should have the unfettered right to cultivate the 
•land for that number of years. In that case he will feel en¬ 
couraged to improve the cultivation of land. It may, however, 
be pointed out that security of tenure is better than fixity of 
tenure. If the title of the cultivator is fixed for a certain 
period of time and thereafter he is liable to be ejected, then in 
the earlier years of the tenancy he will be encouraged to improve 
agriculture; but in the later years of the tenancy, he will have 
-mo inducement to improve his land; for he knows that he is 
likely to be ejected by the landowner. On the other hand in 
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the later years of the tenancy, he might like to deteriorate the 
standard of cultivation so that the land may be impoverished 
and the landowner may not be able to give it to another person 
on better terms and conditions, But if the tenure is secure, 
that is, if the tenant is not likely to bo ejected subject to his 
satisfying the terms of the tenancy, he will always feel encour¬ 
aged to improve cultivation. Thus security is preferable to 
fixity of tenure in the interests of agricultural improvements. 

Secondly , fair rent is another condition of an ideal system 
of land tenure. The cultivator should not be called upon to pay 
a very high rate of rent; otherwise he will not earn adequate 
profits and he will have no interest in improving agriculture. In 
other words, the rent charged from the cultivator should be fair 
so as to leave enough for the cultivator to make both ends meet. 
The tenant should not be rack-rented, that is, he should not be 
charged a high rent which is not justified by economic conditions. 
Tenency legislation has been passed from time to time in foreign 
countries as also in India to limit the rent within the means 
of the cultivator so as to enable him to carry on cultivation 
profitably. The improvements which he makes in land should 
be regarded as his saleable property* 

Thirdly . freedom of sale or transfer is another character¬ 
istic of an ideal system of land tenure. In other words, the 
cultivator should be able to transfer his rights and title in land 
to a third party. It is then only that he will be able to raise 
loans on the security of his title in the land for improving 
agriculture. 

In every country, the State has made efforts to secure the 
ideal conditions of laud tenure so as to improve the standard of 
cultivation. The tenancy problem arises when the landowner 
do s not cultivate the land himself; but he gives it to some one 
else on certain terms and conditions* which may be determined 
by legislation or which may be regulated by the terms of 
contract entered into between the landowner and the cultivator* 
The person to whom the land is given for cultivation purposes 
on rent is called the tenant. In some cases, the landowner may 
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supply capital an l equipment also in addition to giving tlio land 
on rent. Usually he may supply only land and may take no 
interest in actual agricultural operations. The tenaufc in such 
(‘ases is the mtreprentnr and his reward varies according to the 
condition of the crop raised and the prices prevailing in the 
market. 

In India the owner does not cultivate the land himself both in 
the zamindari and in the ryotvvari are is, and, therefore, the tcmn- 
cy problem has become acute in all parts of the country. There 
are three main types of land tenure in India, fi'irithjt there is 
the zamindari tenure where one or a few joint owners own the 
entire estate as in Bengal. They are all made responsible for 
paying land revenue and they get the land cultivated by 
tenants from whom (hoy charge rent and the tenants have to 
make many oilier payments to them on ceremonial occasions. 
Secondly , the Malmlwari system is another kind of land tenure- 
This is also called the joint village system. In this case* the 
village community owns the land of the village and the members 
are jointly and severally responsible for paying the land revenue. 
This system of laud tenure prevails in the Punjab and the 
United Provinces. Here the village is treated as a single unit. 
The waste land of the village is the property of the village 
community as a whole which can be given to tenants on 
rent and the rents are divided amongst the members. It can also 
be partitioned and brought under cultivation without the leave 
of the Government. As already pointed out above, the whole 
estate is assessed to land revenue for the payment of which the 
co-sharers are jointly and severally responsible. Originally, the 
common lands of each village were managed by the Punchayats. 
Here any one of the landowners may be selected as the lambardar 
to have dealings with the Government on behalf of the village 
community. 

Thirdly, there is the Ryotwari system in which land may 
be held in independent holdings owned severally by the cultiva¬ 
tors. These individual holders are severally responsible for the 
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payment of the land revenue. In a ryot war i village, the owners 
own and cultivate the land separately. This land may have 
Inen inherited or purchased and brought under cultivation. The 
waste land of the village is Government property which may be 
used by the villagers tor grazing purposes. The assessment of 
land revenue is done on each separate holding and its payment 
ia the responsibility of the individual holder. The villagers 
enjoy the common services of the village artisans and they arO 
subject to the authority of common village officials. The impor¬ 
tance of the village officials here is greater than in the landlord 
village. This form of village is prevalent in Madras, Bombay, 
Bihar and Central Provinces. 

These three are the proprietary land tenures and they 
have grown as a result of historical developments and factors. 
In addition, there are sub-proprietary rights and tenancy rights. 
In many cases, the proprietary rights may degenerate into sub¬ 
proprietory or tenant rights. Money may have been borrowed 
on the security of land which may be sold for non-payment of 
the debt. Thus the original proprietor became the ex-proprietor. 
There are many kinds of sub-proprietary rights. In Bengal, 
there are the tenure holders having the status of permanent, 
heritable And transferable tenure which they have been holding 
at fixed payment from the beginning. Another class of sub¬ 
proprietors is of the pattidars who were given a permanent 
managing lease for a part of the estate by the zamindar. The 
latter found their estate very unwieldy and they shared their 
revenue responsibility with others. The pattidars created, 
tenants* called the Dar pattidars whose rights were recognised in 
Bengal by the regulation of 1819. In many cases as many as 
50 intermedinry interests wore developed in course of time. 

There are tenancy rights also, where the tenants hold 
some privileged position. The factors that gave rise to the 
existence of the landlord and Overlord rights also explain the 
existence of tenants. Those who are now tenants in the case► 
of landlord estates had a superior status formerly. The British 
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administration could not recognise these rights for two reasons; 
firstly, because direct proof was not available of the formerly 
superior status of the tenants, and, secondly, because in addition 
to these persons there were other tenants also holding a pri¬ 
vileged position. Hence a distinction was made between 
natural and artificial tenants. The former were those in whose 
favour some definite facts could be ascertained and proved; but 
the artificial tenants were those who could not give any proof 
of the origin of their tenant rights. The occupancy tenants, 
for instance, were the artificial tenants to whom protection was 
given by Acts from time to time. 

The tenruicv problem in India emerged on account of a 
number of factor**. Tin population of the country continued to 
increase; while the old handicrafts, both rural and urban, 
declined. The increasing population had to depend more and more 
on land for its bvelihool So nc became agricultural labourers 
and others could get laud for cultivation from the landowners. 
In the permanently settled areas, proprietary rights were con¬ 
ferred on the land revenue farmers who became absentee land¬ 
lords and the original holders were reduce 1 to a lower position. 
In the U. P , the taluqdars of Oudh were crcjatei after the 
mutiny as a result of the political necessity irrespective of the 
rights of the peasants. For political reasons, the Government 
sacrificed the interests of the millions to the interests of the few. 
Wl^ere the permanent scttlenimt was introduced, no proper 
survey or enquiry was undertaken The newly recognised 
zamindars tried to realize as much revenue as possible to 
prevent their zamiinlari from being sold off and they had little 
responsibility for traditional customs and rights. Here the 
tenants were left to the mercy of thv landlords who began to 
charge illegal exactions both in kind and cash, Rack-renting 
became comrapn and the tenants were evicted without any 
justifiable cause. In the gamin lari areas, whether permanently 
settled or temporarily settle!, the*e con litions came to prevail, 
namely, eviction, illegal exactions and rack-renting. These evils 
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became possible on account o f the fact that competition among 
tenants for lands increased. 

Under the British rule, land values went up considerably 
and agricultural prices increased. The substitution of cash or 
commercial crops like jute and cotton for food crops led to an 
increase in the de nand for laud and competition consequently 
became intenaifiel. The result was an increase in rout On 
account of an increase in the bargaining cajjaeity of tlie land 
owners. Land increased in value and cultivators borrowed loans 
which they could not repay. Their lands wore consequently 
auctioned off and they became tenants. Toon* was a decrease 
in the proportion of owners and an increase in the pioportiun of 
tenants whose conditions began lo deteriorate. 

In such circumstances, It was not possible for cultivators 
to make improvements in land. They lacked initiative, capital 
and enterprise, for they were rack-rented and had to pay many 
illegal exactions. The State had, therefore, to come to the 
rescue of the tenant cultivators to confer the benefits of the three 
F'a on them by tenancy legislation. As a lesult of these pro¬ 
tective measures the privileges of the landlords wore consider¬ 
ably curtailed, but their benefit could not reach the actual 
cultivator because of his being either a mere tenant-at-will or a 
share cropper. While sanctioning the permanent settlement, the 
court of Directors reserved the rights to make regulations to pro¬ 
tect the interests of the tenants, In 1891, the Court of Directors 
admitted that the cultivators were subjected absolutely to the 
discretion of the zamiudars, and feudalism on the one hand and 
serfdom on the other were the common characteristics of the 
land system of Bengal. The tenants were rack-rented, impover¬ 
ished and oppressed. Large areas of waste lands were brought 
under cultivation and the margin of profits of the zamindars 
increased. Hence legislative intervention became necessary 
to protect the interests of the tenants. 

The Tenancy Aet of 1859 which applied to Bengal and 
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Agra provided for the recognition of a tenant as occupancy 
tenant, if he had cultivated the same land continuously for 12 
years; but the landowners did not permit the tenants to culti¬ 
vate the same piece of land continuously for 12 3 T eaxs. The Act 
was, therefore* amended in 1885 according to which occupancy 
right was conferred on the cultivator provided he held the same 
land in the same village continuously for 12 years. The Act of 
1928 declared holdings to be transferable, but the land owner 
was given the right of pre-emption, which should really have been 
given to the occupancy tenants. In Agra, under the Act of 
1901 the landowner was prevented from defeating the provisions 
of the law. The Act of 1901 could not, however, achieve this 
object; for the occupancy area increased only by 13 per cent, 
between 1903 and 1922 and that too, as Dr. R. K. Mukerji 
points out, was due to fraud, mistake and accident. This Act 
was revised in 1926 and in Ourlh, the Oudh Rent Act was 
passed in 1921. Life tenancy was conferred on non-occupancy 
tenants and thus a class of statutory tenants was created whose 
heirs were allowed to hold land for five years. In the Punjab, 
the Act of 1887 conferred occupancy tenancy on cultivators. In 
other provinces also legislation was passed to protect the rights 
of the cultivators. 

There are other tenants also besides the occupancy 
tenants, viz. # the tenure holders in Bengal and the fixed rate 
tenants of the U, P. in the permanently settled areas. They 
can neither be ejected nor made liable to an increase in rent. 

The main features of occupancy tenancy are these:— 
Firstly , there was a limit placed on the increase in rents both in 
respect of amount and the period of time before which an 
increase could nob be made. The increase iu rent can take 
place only on specific grounds. Secondly, the occupancy tenants 
are protected against ejectment which can take place in special 
circumstances. Thirdly , the occupany right is hereditary and 
it can be parted with or transferred outside the family on 
certain conditions. For attachment for non payment of rent. 
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there is exemption of cattle, tools, seedgrains and similar other 
agricultural requisites, Fourthly, in the event of suspension or 
remission of land revenue, corresponding concessions have to be 
given to the tenants. Finally, the improvements made by a 
tenant are protected and rents in such cases cannot be increased 
except under certain conditions. 

The above legislation was intended to confer the benefits 
of the three F’s, viz,, fair rent, fixity of tenure and free transfer. 
This legislation could not, however, give the necessary protec¬ 
tion to the tenants. The Jaw found it difficult to limit the 
rights and powers of the landowners. Meanwhile, several factors 
made the problem more acute. The growing population, the 
introduction of a money economy which led to the passing on 
of land from the agriculturist borrowers to the non-agriculturist 
moneylenders, the decline of tlie old handicrafts, the prestige 
associated with the ownership of land and similar other factors 
induced the moneyed classes to purchase agricultural land. 
They became absentee knilords. The cultivators and land- 
owners became separate classes and there was a great rise in the 
number of middlemen, who strengthened their own position 
without increasing the productivity of the land. In Bengal, 
between 1923 and 1931 there was an increase of 62 per cent, in 
the number of rent-farmers, and thereafter sub-infeudation was 
further accentuated. At the same tira f> , the number of landless 
labourers increased by 49 p^r cent, between 1921 and 1931. In 
1931, they constituted 29 per cent, of the total agricultural 
population. 

In the Mahalwari and ryotwari areas, the position is no 
better, tn the Punjab 7.3 per cent, of the cultivated area is 
cultivated by occupancy tenants and about 49 per cent, by 
tenants-at-will. On the whole, in the zamindari and ryotwari 
areas in the country, about 75 per cent, of the cultivated area 
is cultivated by tenants whose rights and liabilities are not 
similar. They pay exorbitant rents and they have to render a 
variety of services of a semi-feudal nature to the landowner. In 
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a large part of the country, the crop sharing system prevails 
under which the tenant do6s nob oarn even a Htibsistance 
income. * 

Under these conditions, tenancy legislation was passed in 
recent times to give further protection to the cultivators. This 
legislation was passed after the introduction of provincial 
autonomy in 1937 in different provinces. Tt placed a limit to 
the increase in rents. Restrictions were also placed on arbitrary 
ejectments. Heritable and transferable rights were conferred 
on tenants. Cattle, tools and seeds were exempted from attach* 
ment for realizing the arrears of rent. Suspensions of land 
revenue were (o be accompanied by reduction in rent. Pro¬ 
vision was made to give compensation to the tenants for making 
improvements in land. 

In the U. P., the Oudh Rent Act of 1921 and the Agra 
Tenancy Act of 1926 created a class of statutory tenants whose 
rents could be increased only subject to certain conditions and 
who could not be ejected during their life time; but a large 
number of tenants remained unprotected. Hence in 1939 the 
U, P. Tenancy Act was passed. It was a consolidating measure 
and replaced the Oudh Rent Act of 1921 and the Agra Tenancy 
Act of 1926. It conferred security of tenure on the tenants by 
making their title heritable. Even Sir tenants were given 
security of tenure for five years. Secondly , the Sir rights of the 
landowners were curtailed. All land which was Sir at the 
commencement of the Act of 1926 or the Oudh Rent Act of 
1921 and tho khadkasht land was called Sir under the Act. The 
landowner got it extended at the time of the Agra tenancy act 
of 1926 and the Oudh Rent Act of 1921. Khudkasht of 10 
years* standing was recorded as Sir provided it did not exceed 
10 per cent, of the cultivated area of the landlord in the village. 
The Sir land in Agra In 1935 was about 50 lakh acres and in 
Oudh it was about 7^ lakh acres, of which about 25 per cent. 

5 • See Nanavati and Anjaria, The Indian Rural Problem, pages 136*138, 

Third Edition. 
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in Agra nnd 39 per cent, in Oudh was given to tenants for 
cultivation purposes. Under the Act of 1939 the Sir land was 
limited to 50 acres. Landowners who paid more than Rs. 25 
as local rate or Rs. 250 as land revenue ceased to have Sir 
rights in lands which were not recorded as Sir before the Agra 
Tenancy Act of 1920 and the Oudh rent Act of 1921. In the 
remaining Sir lands of such landowners, the portion given to 
tenants at the commencement of the Act of 1939 would not 
remain Sir and tenants were to have hereditary rights therein. 
The petty landowners’ rights in Sir were left untouchod and 
their tenants were not to get hereditary rights; blit they 
retained the possession of their holdings for five years. Thus 
the Sir right was limited to 50 acres and even in the 50 acres 
Sir of the smaller landlords, the tenants were not to get heredi¬ 
tary rights, if such lands were Sir before tin* Acts of 1921 and 
1926. Thirdly, tenants wore permitted to contract buildings 
on their lands for agricultural purposes with on the landowner’s 
permission; hut in case of ejection, they were not entitled to 
compensation. Fourthly , illegal evictions wore abolished and 
the interest on rent arrears was li ailed bo 0\ pu cmt. Fifthly, 
ejectments were nude difficult. Onlv habitual defaulters were 
to be ejected for non-payment of arrears of rent. In that case, 
all rent arrears were wiped out. Further, the rents were to be 
reduced to the level of icuts prevailing between 1896 and 1905. 
When once rents were so determined, they could not ordinarily 
he revised for 20 years. Kent remission became necessary in 
periods of natural calamities. 

* 

Similarly, legislation was passed in other provinces also. 
The Bengal Ten mev Act of 1938 provided for the abolition of 
illegal enactions on lenants. The right of pre-emption enjoyed 
by the landowner was also abolishnl. The rate of inherit ou 
rent arrears cannot exceed 6J per cent, and rents cannot be 
enhanced for 10 years. Tn Bombay, the Tenancv Act of 1939 
came into force in 1941. It created a class of protected tenant.^ 
who could not be ejected, in case they had held the land in 
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tenancy continuously for six jcais immediately before January 
1, 1938 and provided they had cultivated such lands personally 
during this perio i The protected tenants vvevo entitled to 
compensation for improvements on being evicted. Further 
protection to tenants was u ranted by the Act of 11)46. 

It is thus clear that the tenancy problem became serious 
in all parts of the country after the middle of the nineteenth 
eenturj and tenancy legislation was widely passed to confer the 
benefits of the three F’s on the tenants, Ab a result of these 
measures, the landowners’ piiviiegos were considerably reduced; 
but the tenanls-at-w ill could not grt protection. Real improve¬ 
ment is not possible without abolishing the landlord system, 
and without pi eventing transfers of land to sub-tenants. The 
actual cultivator should get ft protected status. It is useless 
to confer t< uumy light •» on small holders, when their lands are 
too small to he piotitahlv cultivated. The tenancy problem 
ran be solved by going to tho root causes of the growth of 
tenancy and by giving protection to tho genuine cultivators. 
The whole land tenure system requires to be fundamentally 
changed. Such a chance* is now taking plare by abolishing the 
/amiiuluii system width will he discussed in tin* next chapter. 



CHAPTER XU 


ABOLITION OF ZAM1NDARI 

The abolition of zamindari in the country to-day is almost 
n settled fact. The continuance of the system is against the 
interests of agriculturo. The system was introduced by lord 
Cornwallis in the last quarter of the eighteenth century. It 
has led to various evils. Tt did not bring prosperity to the 
cultivators, but it destroyed the very foundations of agricultural 
prosperity. It brought about suh-infeudation. Many inter¬ 
mediaries came into existence between the zamindar and the 
actual cultivator with the result that agriculture Miffered con¬ 
siderably. Scconil y, it led to rack-renting. The zamindars 
began to charge oxtortionately high rents owing to an increase 
in competition among tenants for land. In spite of the tenancy 
legislation passed by the State during the last one hundred 
years, rack-renting could not be prevented. Thirdly , it prevented 
the introduction of irnpro\ emonts in technique and methods of 
cultivation. The zamindars do nob care for introducing agri¬ 
cultural improvements; while the cultivators have neither the 
means tioi the will and inducement to introduce agricultural 
improvements. 

Defective land svstm is one of the causes of low producti¬ 
vity of agriciiltuie in India. Agricultural efficiency is deter¬ 
mined as much by the .social, economic and legal status of the ( 
cultivator as by technical perfection of implements and soil. 
The former gives the cultivator the needed incentive and the 
latter improves Ihe soil, agricultural technique and farming 
practices. The abolition of the zamindari system is an indis¬ 
pensable means to a higher agricultural production and a more 
equitable distribution thereof. Improved agricultural methods 
may be indispensable; but cultivators, who are impoverished by 
the exactions of paiasitie interests, cannot be expected to 
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possess the resources needed to improve agriculture. Hence 
zft min da ri abolition is necessary in the interests of improved 
agriculture. In the past, thero have been illustrious advocates 
of the zamindari system like the late Mr, R. C. Dutfc according 
to whom the permanent settlement system ’iad saved Bengal 
from Famines for a period of over a hundro 1 years; but even in 
Bengal, rents have gone up and the exploitation of the peasant 
has bean great. This system was expect© 1 to be helpful to the 
State in reducing expenditure in revenue collection. That might 
have been so at a time when 1 lie system was introduced; blit 
subsequently, the provincial governments lost considerably a 
large part of land revenue because of the permanent settlement 
system. The functions of the State have been growing, and 
provincial governments are entrusted with the administration 
of nation-building departments, but their sources of revenue are 
inelastic. The evils of absentee landlordism are too patent to 
need enumeration. The average zamindar is rarely a capable 
manager of his estate, much loss a good administrator. A large 
number of the estates have gone under the Court of Wards for 
reasons like mia-manairenient, indebted ness, quarrels, minority 
administration, etc. 

The abolition of zamindari is a settled Tact to-day, and 
there is legislation in progress in almost all the States in the 
country to abolish the system. Many questions arise in convection 
frith the abolition of zamindari . One of them is the introduction 
of a substitute system in the country after zamindari is 
abolished. It may be replaced by collective farming, co-opera¬ 
tive farming, State ownership or by peasant farming. Collective 
farming has been successful in Russia, where 04 per coni, of the 
whole cultivated area in 1035 was under this system. * 

In Russia, in the vast bulk of the collectives the members 
surrender their land irrevocably, They work in common and their 
rights in land and in live and dead ytock arc joint. The surplus 

* Sec Report of the Co-operative PUnmug Committee, 1046, page 26. 
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product is divided amongst the members. It is however, not 
suitable for Indian conditions, where, as Dr. Radha Kamal 
Mukoiji mentions, “The sense of private property inherent in 
the peasant proprietor and the tenant cannot favour the 
intro (notion of collective farms.” * It may, however, be tried 
in selected places and, if successful, its further introduction may 
b* examined. It may b3 poinbel out that in Soviet Russia as a 
result of collectivisation, the iucoms of a member family in 
terms of grain rose from O.fi ton in 1932 to 1.7 ton in 1937; 
while the money income rose from LOG.2 roubles in 1932 to 348.1 
roubles in 1937. f The system is, tb 'refore, worth trying. Co¬ 
operative farming is theoretically sound; but co-operation has 
not made adequate success in the country during the last about 
hilf a century when it has been in existence in our country. 

The advantages of co-operation in farming have not been 
demonstrated in India. The best way to introduce the system 
would he to start the scheme in a few selected localities and to 
advertise ifs economic beuclits widely, if it is found successful. 
The co-operative Planning Committee recommended that ex¬ 
periments in co oper ative farming should be organised in every 
province. Capitalist firming would have all the evils of 
absentee landownership; whi'e Stale farming would amount to 
placing loo lie ivy a burden on the State. Feasant proprietor¬ 
ship seems to be the most suitable lor Indian conditions. It 
would be in keeping with the traditions in India and the farmer 
is very conservative, and he would resent being deprived of hi* 
lidding; but eeon imio holdings should be created. 

Another problem which arise* in the case of the abolition 
of zamindori is that <>J' the payment of compensation to the 
zamindars . There are some who advocate that no com- 
pmsation sho ild be piid to the //irnhidars; because they have 
no moral claim to it. In the past, they have been getting 

* Page 86, Land Problems of India. 

4 Yrur B'-nk nt Agricultural Cooperation, 1932, paye 204, quoted in the 
Report of the Co-operative Planning Committee, page 27. 
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illegal exactions from the cultivators. In Bengal alone, the total 
money obtained by the zamindars in violation of the spirit of 
the permanent settlement during the last two hundred years far 
exceeds the present total rural debt of the whole country. The 
original amount for which the settlement was made was just a 
little more than 3 croros of rupees in Bengal and in 1900 it was 
about Rs. 4 crores but the / mii.ulars obtained from the culti¬ 
vators as much as 164 eroros of rupees. This means that 
instead of taking only 40 lakhs as their own dues, the zamindars 
pocketed 12 J crores of rupees in that year which comes to 
Rs. 1800 crores for about 150 years. Jn the U. P., the total 
rents increased by more than 60 per cent, between J 898 and 
J 930; but the land revenue increased only by about 13 per cent, 
during this period of time. * 

The question of compensation should not be judged from 
the point of view of moral claims only and even in terms of 
bare justice, zamindari must bo treated as an all-India question, 
and we cannot ignore the present day landowners, many of whom 
may have paid a Urge price for land. Further, when other 
properties are not bung expropriated by the State, there is no 
t reason why zamindari alone should be selected for this discrimi¬ 
natory treatment. 

Compensation may be paid according to market value, 
according to cost of collection of revenue, and according to a 
* certain percentage of the existing total rent collection. It may 
amount to ten to fifteen times the net profit to the zamindars 
from their landed interests or it may be ten to fifteen times the 
legitimate share of the profit’ of the zamindars. In other 
words, a certain p^rcMtage of the total net profits maybe 
capitalised at W to fifteen times their value. In all States, in 
the country where zaminlari abolition is being done, the prin¬ 
ciple of the payment of compensation has been accepted. More- 

Report of th<™ U. P. Provincial Congress Co nmittce, 1931, quoted m the 

Indian Journal of Agricultural Economics in the Article of Prof. P. N. 

Driver, p-121. 
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over, article 31 of the Constitution for India provides for com¬ 
pensation in the event of compulsory acquisition of property. 
The Constitution does not make any distinction between one 
type of property and another and provides that either the 
amount of compensation should be fixed or the principles on 
which and the manner in which compensation is to be determined 
and given should be specified. The determination of compensa¬ 
tion is provided for on the basis of net income in Assam, Bihar, 
Orissa and Madhaya Pradesh, net assets in U. P. and the basic 
annual sum in Madras. The term 'net assets’ in U. P. is used in 
the same sense as the term 'annual net income’ in other States. 
The annual net income would be arrived at by deducting from 
the gross income of the zamindar items like the land revenue 
oess, cost of management, works of benefits to the cultivator, 
agricultural income tax where it is levied, etc. In the seven 
States, namely, Madras, U. P., Bihar, Madhaya Pradesh, West 
Bengal, Orissa and Assam where zamindari abolition is being done, 
the total amount of compensation to be paid to the zarnindars 
comes to Rs. 414 croros. For U. P. it is Its. 140 crores for the 
total area of 525 lakh acres. In Bihar, it is R$. 150 crores for 
an area of about 306 lakh acres; bat for Madhaya 
Pradesh it is Rs. 6S crores for an area of about 394 lakh acres. 
The average amount of compensation per acre is the lowest in 
Madras at Rs. 9 and is the highest in Bihar at Rs. 38. The 
corresponding figure for U. P. comes to Rs. 27. * 

Different methods of paying compensation have been pro¬ 
posed in different States. The zamindari abolition bills in Bihar 
and Orissa provide that compensation may be paid in cash or in 
bonds or partly in cash and partly in bonds. The bonds will 
carry interest at 2£ per cent, per anunm and their maturity 
would not exceed 30 yeats in the case of Orissa. They would 
be pf guaranteed face value op maturity. In other oases, it may 
be paid partly in cash and partly in bonds or wholly in cash or 
wholly in bonds, carrying 2| per cent, interest and redeemable 

* Reserve Bank of India Bulletin, June 1950, page 384. 
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at par at the option of the Government at any time* The 
additional annual revenue which may accrue to Government in 
these seven States as a^result of the abolition of zamindari is 
calculated at Ha. 19.52 crores, the additional annual revenue for 
U. P. being Rs. 7 crores and for Bihar Ra. 0*5 crores. The 
additional annual revenue which would accure to State Govern¬ 
ments as a result ol* the abolition of zamindari would be about 
4.7 per oent of the total compensation for the seven States. 
The additional receipts which are likely to accrue to the State 
Governments provide the financial basis for, and set financial 
limits to, the schemes of compensation for the abolition of 
zamindari. 

Another question that arises as a result of the zamindari 
abolition is the provision for employment of the dispossessed 
zamindars and their dependents. A scheme of cottage and small 
industries must be formulated so that the zamindars may be able 
to invest their compensation amount in certain industries and 
may get profitable employment and may consequently become the 
earning members of society. 

Zamindari Abolition in U. P. 

The U. P. Zamindari Abolition and Land Reforms Bill has 
been passed; but its validity has been questioned in the Court. 
The central idea of this measure is that land should belong to the 
cultivator and that the rights of the intermediaries should be 
acquired on payment of equitable compensation. After the 
Courts’ decision, the Government will announce a date from which 
the interests of the intermediaries shall vest with the Government 
free from all encumbrances. The intermediaries shall continue to 
be in possession of the land which is in their own cultivation. The 
measure soaks to cut at the root of the feudal order without 
destroying its barons, the zamindars. The number of zamindars 
in the State is estimated at 20,16,000 and among them 30,000 
zamindars are big, paying over Rs. 250 as annual land revenue. 

* Compensation to the zamindars in U.P, is to be paid at the 

■rate of eight times the net assets. Net assets are to be arrived 
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at after deducting from the gross income of the zaraindar item* 
like the land revenue, cess, cost of management, agricultural 
income tax, etc. This deduction in U. P. is at a uniform rate 
of 15 per cent, and in our State no deduction for beneficial 
works to ryots is provided for. Besides this compensation to all 
zamindars, those who pay land revenue of Rs. 500 or less are to 
be given rehabilitation grants which vary between 20 times the net 
assets and 2 times the net assets. Those who pav land revenue 
up to Rs. 25 will be given rehabilitation grants amounting to 
20 times the net assets; while? those who pay land revenue 
between Rs. 3,500 and Rs. 5,000 will be given two times the net 
assets. Compensation will be duo from the date on which the 
estate is acquired and will bear interest at 2\ per cent, per 
annum. In the absence of provision for any agency that would 
help the zamindars in rehabilitation, these rehabilitation granls 
would be more in the nature of compensation payment than 
actual rehabilitation. Under the U. P. measure if compensat ion 
is not determined before the expiry of 9 months from the date 
of vesting, the State Government shall direct the payment of 
interim compensation. This compensation shall be deducted 
from and adjusted against the total compensation payable. The 
amount of compensation to be paid is estimated at Rs. 140 
crores. 

To meet the need for compensation payment, the Zamin 
dari Abolition Fund was started. It provided that all tenants - 
who paid into the Fund ten times the annual rent paid by them 
would acquire permanent, heritable and transferable rights iiji 
their holdings and the right to use the land for any purpose 
whatsoever. They shall not be liable to ejectment, Pending 
the passage of the Zaraindari Abolition and Land Reforms Bill, 
an Act was passed in 1949 to give immediate effect to the pro¬ 
vision for voluntary contributions by tenants to the Zamindari 
Fund. 

The totol rental demand in U. P. in 1943-44 was estimated 
at Rs. 17,37 crores. Ten times the rental demand would. 



ABOLITION OF ZAMINOAH1 JM 

therefore, come to about Rs. 174 ororew. Even if four fifths of 
the tenants contribute to the Fund, the amount, realised would 
come to Its. 140 erorcs. The total holdings in the State arc 
1,55,00,000 and by August 1950 owners of 1 : 7 ,^ 0,000 holdings 
had acquhcd bhurnulhari rights and the Fund stood at about 
Rs. 27,00,00,000. 

There will be two main classes of tenuie holdeis, namely, 
bhujnidars and sirdars and two minor classes, asamn and ndi 
vasis. The existing zarnimhirs will become hhumklars m their 
sir, khud least and grove land without paying any thing tor these 
rights. The existing tenants will become sirdars and they can 
acquire the bhumidari rights by paying ten times the annual 
rent paid by them The measure provides th»t after the date 
of vesting, the rate will be 11 times the rent. Bhumidars would 
have transferable rights in their holdings and they will pay,is 
land ievenue only 50 per rent, of their existing rent. 

Sirdari rights will be eonfened on all tenants with the n^li 1 
ol occupancy. A Sirdar would ha\e a permanent and heritable 
interest in his holding, but will not be allowed to use it for any 
puipose other than agriculture, horticulture or animal 1ms 
? ban dry. He cannot keep his land vacant. No new scttlenu n t 
will take place for the next 40 years. In future settlement, the 
revenue payable by a bhunndur will not exceed one half of that 
payable by a siidar. 

Asarni rights will be conferred on tenants or mih-teniiuts 
of grove lands, tenants* mortgagees and a few other*. Neither 
*the sirdar nor the asami will have to pay for the rights aeijuued 
bv them, Adivasis are tenants of sir and sub-tenants. They 
wi 11 have the right to hold land for live years from the com¬ 
mencement of the Act. They can also become bfntniidars In 
paying 15 times the rent after the expiry of (he five-year period. 

It is difficult to say whether tenants have money enough 
to contribute to the Fund so that compensation to the /.amin 
*dars may be paid in cash. Figures about the capacity of the 
tenants to pay are uot available. In 1945 in Madias l)r. B. V. 
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Narayan Nwnmi Naidu conducted an enquirv into agricultural 
indebtedness. According to that enquiry, the savings of the 
tenants do not indicate their ability to pay the entire amount. 
According to this enquiry, the annual income of a tenant family 
increased Jiom about Iis. #43 in 1939 to Rs. 07o.8 in 1945. At 
the same time, expenditure increased from Rs. 345 to 718.9. 
This increased the deficit per famfiy from Its. 1.0 in 1939 to 
Rs. 44.1 in 1945. This enquiry also showed that indebtedness 
of big, medium and small holders declined to 00, 70 aud 88 per 
cent, of the former level; but it rose to 104 per cent, in the case 
of tenants. * 

Though U. P. is more prosperous than Madras in agricul¬ 
ture, yet the benefits of rising prices have been offset by the 
increased cost of living. Hence the existing cash resources of 
the tenants would not be enough to meet the compensation 
requirements. This is specially so when banking facilities are 
not aviiilihie in rural areas which may encourage savings, and 
horiowing by the tenants on a large scale is undesirable, parti 
eularly when the source will be the village moneylender. 
Tenants would not also like to take advantage of the benefit of 
a reduced rent spread over a number of years in the future to 
pa\imr a lump sum in the present. As a result of this contri¬ 
bution the benefit to the tenants won hi be of transferable rights; 
but if they do not pay the conti ilmtion they will have heredi¬ 
tary rights. Thus the expectation of the Government in getting 
contribution from the tennuls mtv be too optimistic to be 
practically realised. 

The Central Government have announced that in accord¬ 
ance with their anti-inflationary policy they will not give anv 
financial assistance to the States for zamindarl abolition. Hence 
a substantial amount of compensation in cash may not be paid to 
the zamindars in any State. Payment in negotiable bonds may 
ci catc pioblems which may affect the Govern meat securities mar¬ 
ket adversely. Thus there are two alternatives of paying compen- 
* Receive Bank of India Bulletin, June 1950, page 387. 
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sation. One is the issuing of iion-nogotiable bonds aud the other 
is the issue of non-negotiablc annuities. The former may adversely 
affect Government’s credit; but this fear may be discounted be¬ 
cause zamindari abolition is a special problem requiring a special 
approach to liquidate it. In any case, the question of tin method* 
ol paying compensation has to be determined with care and this 
is so in all States The beneficiaries from the aboliliun of zamin¬ 
dari may be called upon to contribute a small amount towards 
meeting the compensation cost. A levy of Km. 5 to R 4 . 10 
per acre in a lump sum or instalments may be suggested, and in 
view of the fact that the cultivator would sooner or later pay a 
lower rent to the Government than he is paying to the landlord, 
this contribution will not be a great burden. This is being done 
in the U. P. by starting the Zamindari Abolition Fund which 
could be utilized in paying a part of the compensation in cash. 
The balance may be paid in bonds. 

In U. P. under the new tenure system none of the tenure 
holders except the disabled Miami dar or sitdar can Id ids land, 
A bhumidar will be free to transfer his holding to any one whose 
holdings do not exceed 30 acres. The present tenure holder 
can have any amount of sir or kh ad feast; but in future none ran 
have a holding exceeding HO acres. Subdivision ol' a holding 
will be permitted only if the subdivided pails are iioi less <b in 
().J acres. 

Provision is made for two types of eo operative burning, 
Firstly, ten or more cultivators may voluntarily constitute small 
farms of 50 acres or more, and. secondly co-operative farms com¬ 
prising uneconomic holdings in a village can be constituted. 11 
two-thirds of the holders of uneconomic holdings want to consti¬ 
tute co-operative farms, the remaining 011c third wdl have to 
Join them and the Government will give facilities lor suc h enter¬ 
prises. 

The bhumidars and sirdars Mill be jointly and sencrnlly 
responsible for land revenue. On payment of tlie land revenue 
of a defaulter, the hhvmidar or sirdar Mill be permitted fo 
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recover the same as arrears of land revenue. A bhimidur will 
pa\ equal to half of his former rent in future and a sirdar will 
pay a land revenue equal to the rent he ia paying. The Gov¬ 
ernment can employ such agencies as the}' think fit for collect¬ 
ing land revenue; but ultimately the work of collecting land 
revenue will be entrusted to the gaon sabha in Uttar Pradesh, 
All common land in the village will vest with the village s&btm. 
The gaon sabha will consist of the cultivators and residents of 
the village. 

Zammdari aboli ion will be a basic reform in the land 
system of the country and in the seven (States the zamindari 
system is proposed to be abolished over an area exceeding 1,700 
lakh acres of land. Tne total compensation cost in the seven 
•States is estimated at Rs. 414 crores and the increase in revenue 
to the Governments concerned at about Rs. 20 crores per 
annum, which is over, 4.7 per cent, of the compensation to be 
paid. Payment of the entire or u substantial part of the 
compensation in cash may not be possible except, perhaps in 
Madias. The main part of the compensation may have to be 
paid in the form of turn-negotiable bonds or annuities. Under 
the various schemes, the zamindars would be allowed to retain 
sn and kkudleast (private land) and they would get income from 
it. The number of zamindars who would not have such land 
may nol be more than lit per cent, of the total. They can be 
paid cash compensation The zamindari abolition will confer 
benefits on the tillers of the soil and will pave the way for the 
introduction of fundamental reforms in Indian agriculture. 



CHAPTER XIII 

AGRICULTURAL FINANCE IN INDIV 

Like any other business, agriculture stands in need of suit¬ 
able financial facilities. TJie cultivator should have enough capi¬ 
tal of his own, and in ease of need, he should be able to supple¬ 
ment his resources with borrowed funds. In other words, the 
question of agricultural finance relates to the agency which dis¬ 
penses credit, the period for which finance is required and the 
rate of interest at which money is available to the cultivator. 
The cultivator must be able to get the money when he needs and 
at reasonable rates of interest. A suitable credit system should 
provide elasticity of credit. 

The credit needs of farming may he considered with refe¬ 
rence 1o objects, period of time and security. This classification 
is interdependent. With reference to period of time, loans may 
be divided into abort period, intermediate-period and long- 
period Joans. Short-period loans are those which can be repaid 
out of the current year’s crop, viz., loans for purchasing seed, 
manure and the like. The cultivator borrows money for these 
purposes and the loans can he repaid when the crop is harvested. 
Short-period credit is usually needed for six months to twelvo 
.months. Short-period loans are also required for holding up the 
produce in anticipation of better price-. The most suitable 
security for this credit is the personal security of the borrower; 
Lut the warehouse receipt which represents title to crops is a 
suitable security for getting marketing credit. 

Intermediate credit is necessary for purchasing cattle and 
implements. The cultivator cannot repay this money from the 
sale proceeds of the crop of the current year. This amount of 
money can be repaid within one to five years. The security in 
^this case is the title to the ownership oi property just as bonds 
and insurance policy; but such security is not prevalent in our 
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country. 

Long-teim crrdit is required for purchasing land and for 
making permarionl improvements in it. It is also required for 
repaying past debts and for building houses. This is the main 
problem to be tackled if effective stepts are taken to make the 
agriculturist creditworthy.* In^liis case the amount should be 
sufficient for the business of the cultivator and he should be able 
to repay the loans from the margin of profit. The long-term 
credit machinery may be called efficient only if the cultivator is 
not compelled to sell his holdings to repay the loan and he should 
be able to get this money for a sufficiently long period of time. 
In England, the Agricultural Mortgage Corporation grants loans 
against mortgage of land up to 60 years. In Newzealand, the 
State Advances Corporation lends money up to 50 years; while 
the Mortgage Bank Department of the Commonwealth Bank of 
Australia makes loans to agriculturists against mortgage of pro¬ 
perty from five to forty-one years. In America, the Farm 
Credit Administration makes loans through the Federal Land 
Banks from 10 to 20 veais; while the Agricultural Credit Corpo 
ration of Ireland makes long term loans from five to thirty-five 
years against mortgages, t 

In India the agricultural financial system should be recons¬ 
tructed on sound lines to meet the credit needs of Indian agricul¬ 
ture. Before we discuss the structural changes in the system of 
agricultural finance, the position in respect of agricultural debt 
may be examined. The reform in ngiiculturai finance in the 
country in reality centres on the extent of the indebtedness oJ‘ 
the cultivator. The position of agricultural debt should be exa¬ 
mined with a view' to see how far the last war has affected the 
debt position of the cultivator so that the necessary steps may 
bo taken to reduce agricultural debt to the repaying capacity of 
the cultivator. The fact remains that one of the important 
causes responsible for the backward condition of Indian agrioul- 

• Preliminary Report of the Rein vc Bank of India, page 12. - 

t Sec 'Agricultural ciedit in othu countries/ Agricultuial Credit Depart¬ 
ment, publication immhu 0 
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ture i“ the existence of a crushing load of dobt. According to 
, the late Mr. Wolff, 'it is the bonds of debt that shakie agri¬ 
culture. * 

Extent of Indebtedness 

1 * 

From time to time* various estimates have been given of 
the agricultural indebtedness of the country. Acoorejing to the 
Deccan Biots Commission of 1875, one-third of the oocupanta 
of Government lands were indebted to the extent of about 18 
times the land revenue assessment. The Famine Commission of 
1880 concluded that one-third of the land holding classes in 
India were heavily in debt. The Famine Commission of 1901 
concluded that due to debt 25 per cent, of the Bombay cultiva¬ 
tors had lost possession of their lands. In 1911 »Sir Edward 
, Maclagan estimated the total agricultural dobt of British India at 
Its. 300 crores; but M. L. Darling put the agricultural debt of 
British India at Rs. 000 erores. The Indian Central Banking 
Enquiry Committee of 19‘JO put tin* total agricultural debt of 
the British Indian Provinces al Us 900 crores; whereas, “It 
must have increased to about Rs. 1200 crores by 1933, and the 
real burden must be tantamount to Rs. 2,200 crores, assuming 
that prices fell by 50 per cent, between 1921) and 1933, that no 
repayment of the principal has been made and that interest pay¬ 
ment is in arrears.” t The finding of the United Provinces Debt 
Relief Committee and of the Bengal Board of’ Economic Enquiry 
4 (1935) on rural indebtedness as also other factual data available 
go to show that the immediate effect of the depression was, no 
doubt, to intensify the burden of the debt and lo increase it not 
only in real terms but also in money terms. But what the ulti¬ 
mate effect would be in not ole.ir. A number of events springing 
from depression would pro lueo effects on the debt position. 
Assets would change hands, leading to a cancellation of the 
debt involved. There would be scaling down on a voluntary or 
compulsory basis because of the creditors’ inability to recover 

• ber H Wolff, Co-operation in India, page 3. 

t Src l-o xiomir Problems of Modern India, Vol. I, page 176. 
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their debts in full. The new debts would bo available in smaller 
quantities. Hence after some years of depression, the accruals 
would total much less than the averages of the pre-depression 
years. ‘Unless, therefore it could bo shown that the pre-depres¬ 
sion debt had a cumulative effect which could not be cleared 
by any of the processes mentioned above, the total debt, say 
in 1938 or 1939, should not have been of an amount higher 
than that of the pre-depression period.’ * 

Last War and Agricultural Indebtedness 

In the absence of reliable statistics it is not possible to 
estimate the influence of the war on agricultural indebtedness in 
the country; but in the light of the following facts, we can 
hazard the guess that it must have been reduced. Ac cording to 
the Famine Commission of 1945, the replies received by them 
indicated that there was a substantial reductiou of debt in all 
provinces. The repayment of mortgages by agriculturists dining 
the war and the post-war period coniiirns tins tendency towaids 
reduction in debt. The cultrwitois also made voluntary repay¬ 
ments to moneylenders and to societies by wav o( principal and 
interest and overdue* of sociclbs were reduced. Advance recove¬ 
ries of land mortgage banks also confirm the same 1 tendency. The 
outstanding advances made by (Joveminent were lower in the 
war than in 1939. The amount of loans made by land mortgage 
banks in India to individuals between 1940 41 and 1942 43 came 
down from about Ks 80 lakhs lo about Us. 30 lakhs. This fac¬ 
tual information indicates that agricultural indebtedness may 
have been reduced as a result of tin* vvai-time rise in prices. 

The Reserve Bank of India collected information on this 
point which indicates that as a result of the wartime rise in 
prices, the small cultivator did not benefit; but the medium 
cultivator and the big cultivator got substantial benefits. It is 
necessary that something should be done to iimLout the extent 
of agricultural indebtedness at the present time so that the 
necessary steps may be taken in order to improve conditions iu 

* Report of the Agricultural finance Sub- Committer, J946, page 7* 



AGRICULTURAL FINANCE IN INDIA 


169 


this connection. 

Effects of indebtedness 

We may now refer to the effect of indebtedness. The 
seriousness of the debt does not lie in its amount. The fact is’ 
that a large part of this debt is unproductive. According to 
Darling, less than fi per cent, of the debt in the Punjab is due 
to land improvements. It means that in most eases agricultural 
indebtedness is a mark of distress. Loans being for unpro¬ 
ductive purposes, they press very heavily on the cultivator. A 
productive debt c reates its own means of repayment; but an 
unproductive debt goes on accumulating and becomes beyond* 
the capacity of the cultivator to repay. It also kills enterprise 
and initiative in him and retards the growth of agricultural 
improvement. Unproductive debt, therefore* lends to agri - 
cultural inefficiency. The cultivator who is overburdened with, 
debt will have no incentive for making improvements in his land, 
nor will ho think of introducing better methods of cultivation. 
Secondly* debts also prevent oultrly and prof table marketing of 
agricultural produce. The cultivators who borrow from mer¬ 
chants are bound to sell their produce to them at prices which 
, are previously fixed ami, therefore, the terms are decidedly 
unfavourable to the borrower. The borrower is also compelled 
to sell the produce at the threshing floor and is put to a great 
disadvantage. Thirdly , debts generally result in l ss of property . 

, Money is borrowed on the mortgage of bind which generally 
results in the sale of the property. Land in some places changes 
bands once in thirty years, and in many areas most lands have 
changed hands during the last th-rty or forty yeans. * 

When the land passes from the cultivating to the non¬ 
cultivating classes, tenant farming takes the place of landowner 
farming, and tenant farming generally does not lead to agri¬ 
cultural efficiency. In India landless agriculturists have in¬ 
creased in number in recent times and the growth of a large 
4 landless proletariot is a great social menace. Fourthly , the 

9 Sec Economic Problems of Modern India, VqI T, pagr *71. 




170 


EVOLUTION OF INDIAN ECONOMY 


worst result of indebtedness from a moral and social point of 
view is that it leads to the servitude of the borrower , 
In Bihar and Madras, labourers borrow small sums of money 
and in return they have to work for the lender. In the Central 
Provinces, the debtor has to render services to the creditor with 
or without payment, for a fixed period. Thus the agricultural 
debt in India is specially burdensome in these four important 
respects. 

Causes of Indebtedness 

We must, therefore, look up to the causes of agricultural 
indebtedness and suggest the necessary remedies. Many factors 
are resposible for rural indebtedness in India. There is the 
pressure of the population on land, leading to subdivision and 
fragmentation of the holdings. The result is that agricultural 
produce suffers and the cultivator cannot make both ends meet. 
He has, therefore, to borrow money for consumption purposes. 
Secondly t the decline of the cottage industries leading to the loss 
of subsidiary income is also responsible for agricultural indebted¬ 
ness. The cultivator falls ill because of the surroundings in 
which he lives. This lowers his efficiency and he has also to 
borrow money in such times of difficulty. Natural factors also 
lead to agricultural indebtedness in the country. There are 
excessive rains at times; while at other times, there is a failure 
of rains leading to insecurity of harvest. Cattle deaths also take 
place and the cultivator has to borrow money to replace them. 
The cultivator is litigant, and in times of prosperity is prepared 
to spend a great deal of money over petty matters. 

The extravagance and improvidence of the cultivator are 
also responsible for this state of affairs. The cultivator borrows 
money on account of social customs. Many authorities do not 
agree with this view. According to them such occasions are 
rare. The Bengal Banking Enquiry Committee held the view 
that such an expenditure rarely appears as a nucleus of the 
indebtedness of the cultivator. Thus expenditure on social cere¬ 
monies may not be so important as it is sometimes thought 
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to be; but all the same, at times, heavy debts are contracted on 
such occasions. 

Ancestral debt is also a very important cause of agricul* 
tural indebtedness in the country. The legal position is that a 
person cannot inherit debts without inheriting property and that 
also only to the extent of the value of the property. The pity 
is that the cultivator considers the hereditary debt as a debt Of 
honour which he • considers his moral obligation to repay on 
account ol the force of tradition and custom. The cultivator 
should be eduoated in respect of his rights in this connection. 

The improvements in the economic condition of the culti¬ 
vator during the last about one hundred years are also res¬ 
ponsible for the growth of agricultural debt. A rise in prices 
and in land values increased the capacity of the cultivators to 
borrow money on the security of land. Prosperity is as much a 
cause of debt as insecurity of harvests. In prosperity, borrow¬ 
ing may not be necessary but the opportunity is there and the 
cultivator bakes advantage of the same. 

The moneylender and the sj'stem of money lending is also 
an important cause of debt. In pre-British days, there were 
two checks on the moneylender. Firstly, the village community 
did not allow the moneylender to take advantage of unconscion¬ 
able bargains, and secondly, the State did not encourage the 
recovery of loans because these questions were settled by the 
village panchayats. These checks disappeared under the British 
rule. The moneylenders utilized the opportunity presented 
before them on account of the disintegration of the village 
community. The judges of the civil courts were usually ignorant 
of the rural conditions and they allowed the sale of the mort¬ 
gaged land for satisfying the debt. The moneylenders began to 
change very high rates of interest. There were facilities for the 
recovery of debts. In pre-British days, there were checks 
on the rates of interest placed by the village community as a 
result of the custom, which in course of time disappeared. The 
result was that the debts began to accumulate and the cultivator 
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was expropriated by the moneylender. It may, however, be 
pointed out that the moneylender takes great risks and the 
high rates of interest charged by him are largely an insurance 
against risk. The moneylender lend4 money in small sums to 
innumerable borrowers, and, therefore, hK cost of collection ami 
management of loans is high. Moreover, the moneylender lias 
Wo other opening for his capital, The need of the cultivator for 
loans is great and the moneylender is the ■'only party to lend 
money to the cultivator. Unless, therefore, a better system of 
credit is evolved it is not possible to dispense with the services 
of the moneyleader, who plays a useful pari in the present rural 
economy of our country. In many cases, he combines the function 
of money lending and grain dealing, and in times of famine and 
draughts he is helpful to the eult : vator; but he also takes undue 
advantage of the helpless position of the cultivator. 

The land revenue policy is also regarded ns a eau^c of 
debt. The amount of land levermo has increased inspite of 
many years of famine and the diminishing yield of land in many 
parts of the country. The Famine Commission of 18S0 did not 
agree with this view. They point out that landowners who 
do not have to pay any land revenue or who have to pay a 
amall amount are as highly indebted as the others. In their 
opinion, this fact proven tb if th * 'in I revenue is no I the main 
cause of the debt. 

If it can l>e * limvn that the cultivator has to borrow 
money to pay hind revenue, it must be admitted to he a cause 
of the debt. Tt may be heavy and inelastic in its collection. 
According 1o M L, Darling, land revenue in the early period of 
the British rule was not lowered enough to suit the less elastic 
system of collection Dai ling, however, argues that though 
land revenue may be a cause for borrowing, yet it is not a 
primary cause of debt. This view does not 'appear to be correct. 
A person may be burdened with debt; but if he has to borrow 
money to spend on some social ceremony or to pay land revenue 
or to meet some other obligation, then it must be admitted that 
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that factor loads io an increa^o in his debt and it, therefore, 

becomes a cause of his debt. Tt is also argued that if land 

revenue were reduced, debts would not bo reduced, because 

every improvement is neutralised by the growth of population. 

It may, however, be said that tin's argument does not deny 

that land revenue may be a cause of debt. It only suggest s 

that if this cause is lemoved, the growing population will become 

another cause of debt, This does not, however, deny that 

<* 

land revenue is a cause of debt. 

Steps taken to meet the situation 

We nmy now lake stock of the measures that have so far 
been 1 ried to remove agricultural indebtedness in the country 
The measures so far undertaken by the Government are classi¬ 
fied into the following rabyoric^ - 

Firstly, measures have been undertaken to avoid unneces¬ 
sary debts. The efforts at introducing primary education to 
help the cultivators to take n businesslike view of indebtedness 
may bo put in this category. The Government has also tried to 
help the agriculturist to impro\e his resources. The sotting up of 
postal savings bank* in villages ho that the Imbil of thrift may bo 
encouraged among the people and similar other facilities may he 
* put in the same category. They improve the outlook of the 
people; but much is necessary to be done in this direction to help 
the cultivator to utilise his debts for productive purposes. 

, Secondly, restrictions have been placed on the transfer of 

land from the agriculturist to the non-agriculturist class. In the 
nineteenth century, peasants 5 credit increased substantially 
because of the increase in the value of tho proprietary and te¬ 
nancy rights. The improved security of land was utilised by the 
cultivator to borrow racklessly. Land, therefore, began to pass 
rapidly out of the hands of the cultivator. Hence in 1901 the 
Punjab Land Alienation Act was passed. Under it, non-agricnl- 
tural classes are not permitted to buy land from the persons be 
^longing to an agricultural tribe. They are also not allowed to 
take land in mortgage for more than 20 years. The Act has 
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been criticised on various grounds. Firstly , it prevented the 
flow of urban capital into agricultural enterprise and it also led 
to the contraction of credit. Secondly, a class of moneylenders 
grew up from amongst the agriculturists themselves. These people 
took advantage of their privileged position and began to 
purchase land from their brother agriculturists. These money¬ 
lenders were very rapacious. Hence two amendments were 
made in the Aot in 1938. According to one, fictitious transac¬ 
tions were declared null and void in order to prevent the transfer 
of land to men of straw. According to the other amendment, 
the agriculturist moneylender was prevented from taking undue 
advantage of the borrower’s position. According to the Punjab 
Restitution of Mortgage Act, 1938, a mortgager can apply to 
the collector for getting back the possession of his mortgaged 
land backprovided such land was mortgaged by him before June, 
1901, 


Thirdly , the supplj o t money and credit was also organised 
by (Government by passing se\eraJ Acts, the chief of them being 
the Land Improvement I^oans Act of J883 and the 
agriculturists’ Loans Act of 1884. According to the 
former Act, long-term loans for constructing wells and making 
permanent improvements on land could be granted; while accor¬ 
ding to the latter, loans could be granted for current agricultural 
operations, vi?., the purchase of cattle, implements, manure, 
seed and similar other things. These loans have not, however, 
been popular and a very small amount has been granted under 
them. They are granted for certain purposes only so that the cul¬ 
tivator cannot dispense w ith the moneylender. There is a great 
rigidity in getting them back and there are great delays in sanc¬ 
tioning them. Under the Act of 1883 loans are not granted for 
repaying old debts and for consolidating the holdings. Some 
State Governments introduced amendments under which loans 
$*re permissible for repaying old debts. In Bombay, the Govem- 
mfwt aie using the co-operative agency to giant long-term loans 
to the cultivator. 
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k Fourthly , legislation ha* been undertaken to provide or 
regulate credit facilities or to reduce debts. This legislation may 
be divided into two Categories : pre-depression legislation and 
depression and post-depression legislation. The main feature of 
th€i pre-depression legislation was that it was sometimes localised 
and sporadic, ft was mostly of the nature of temporary pallia¬ 
tives which did not act on the whole problem and which did not 
achieve anything permanent and substantial even within its 
limited fields.* The earliest legislation of this category related 
to the debt adjustment scheme in the Central Provinces after the 
depression resulting from the famine years of 1897-1900. Under 
this scheme, conciliation was done through the local panchayats 
under Government supervision. The debtors and creditors were 
* to sign an agreement to abide by the decision of the local pan- 
chayat. The total debt conciliated during the period came to 
about Rs. 2<W5 lakhs and the amount remitted was about Rs. 122 
lakhs. Reference may also be made to the Deccan Agriculturists 
Relief Act of 1879 under which the courts could examine the 
history of the debt and reduce unreasonable charges by way of 
interest and they could fix instalments. Arbitrators could also 
Jbe appointed by the court to settle disputes regarding debts. 
Debtors and creditors could apply for debt conciliation through 
conciliation to be appointed by the Government to bring about a 
settlement of the debts. Moneylenders could secure a place on the 
^Conciliation Boards and the Act was not successful. The Contract 
Act was emended in 1899 to enable the courts to give relief to 
ejebtors if they found the bargain unconscionable. The Usurious 
Loans Act was passed in 1918. It authorised the Courts to 
reopen the transactions and to relieve the debtor of all liability in 
respect of exoessive interest and in respect of the transactions 
being substantially unfair; but excessive rate of interest was not 
defined. The Royal Commission on Agriculture found that the 
Act was practically a dead letter, but the Indian Central Banking 
^Enquiry Committee regarded it successful. 


See Report of the Agritultural Finance Rub-Committee, page 20. 
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The setting in of the depression in 1930 brought about 
country wide distress and the problem of agricultural 
indebtedness became acute. Legislation was, therefore, 
passed in almost all the provinces with the following features :— 

Firstly, moneylenders were licensed and regi&teral. This 
was done in several provinces. Moneylenders under these Acts 
had to take out a licence to cairy on their business and they had 
to be registered also. This was done, for instance, under the 
Puujab Regulation of Account* Act of 1930. Secondly , in 
Rom bay, Bengal, and in other p ovincea also legislation to that 
effect exists; but there is no Mich legislation in the United 
Provinces. 

Regulation of Accounts 

Another provision of this legislation is that the 
moneylender has to maintain regular account books and to fur¬ 
nish each debtor periodically with a statement of accounts in 
respect of loans. This is provided for unier the U.P. Agriouhur sts 
Relief Act, 1934, where six monthly accounts have to be rendo.ed 
by the creditor to the debtor, failing which the creditor has to 
forego the interest for the period, unless he shows a sufficient 
cause for it. The Act has not boon successful in U.P. 

Limitation of Intent Rates 

These Acts lay down the maximum rates of interest that 
oatt be charged by moneylenders. The rates of interest are laid 
down for secured and unsecured loans, and under some of them 
compound interest is prohibited. Jn the United Provinces legis¬ 
lation, the Government announces from time to time the rate of 
interest in accordance with money market condition 1 ?. In many 
provinces the old Hindu rule of damdupat has been adopted. 
According to this rule interest on a loan cannot exfceed the 
amount of the principal sum. 

There is provision for debt conciliation and liquidation 
also. The main measure of relief which was a departure from 
anything attempted so far was the provision for debt adjustment 
through Debt Conciliation Boards or tie Debt Relief Courts. 



AGRICULTURAL FINANCE IN INDIA 


177 


The adjustment of debts thiough the Boards was based on 
voluntary conciliation. Debtois and crpditurs could aj)ply to 
the Board for adjustment of debts. The Board would then ask 
tlie debtor to submit a statement of his assets and liabilities and 
tho ere litors a list of their claims within a definite period of 
time. The Boards would then attempt to bring about u settle¬ 
ment between the parties. If the creditors to whom not less 
than a certain percentage of the tola! debt was owing came to a 
settlement with a debtor, such a settlement was put into writing, 
indicating the total amount of the debt to bn repaid and the man¬ 
ner of its repayment. Th« details varied from province to province. 
In the Punjab, the Boards could bring about a settlement 
between a debtor and his creditors irrespective of the amount 
of the debt involved. Jn Bengal, the Board could declare a 
ih btor insolvent when his debts were beyond his repaying 
capacity over a certain peiiod of time. To induce the creditors 
to come to e set I lenient with dehlois, some piovinces provided 
for priority in the repayment of adjusted debts. In such cases, 
the defaulted instalments wore made recoverable as land revenue. 
If the cretors did not accept n fair offer tho Board could grant 
eoirilicatp to the debtor as a result of which costs of a suit to 
reeovor the debt would he disallowed and the rate of interest 
would be limited to ft per cent. In (\ P. the Debt Conciliation 
Act, 1945 abolished (he Debt Conciliation Boards after a period 
of about six years. In their places, Debt Relief Courts were set 
up under the Relief of Indebtedness Act of 1989 to deal with 
cases pending before the boards at the time and with case* that 
might come up in tho future. The Courts could reopen the 
transaction ami leduco the interest ami the principal sum. Thi« 
Act also expired in 1042. Under the debt Conciliation machin¬ 
ery, relief was provided to the deblots. In Bengal up to Match 
1944, a total debt of over Rs. 50 crores had been scaled down to 
about Rs. IS cj-oros, implying a reduction of 04 per cent. In 
C. P. the debts of about Rs. 16 crores were scaled down to about 
Rs. 8 crores, representing a reduction of about 50 per cent. 
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According to the information collected by the Agricultural 
Credit Department of the Reserve Bank of India , the Debt Acta 
had weakened the sense of morality of the people and in many 
ca^es agriculturists with sufficient repaying capacity were un¬ 
willing to pay in the hope of getting Further concessions. * 

These measures did not provide a permanent solution of 
the problem of agricultural indebtedness. They failed to create 
response from the moneylender, because no agency was set up to 
redeem the sealed down debts. The Bombay Agricultural 
Debtors’ Relief Act, 19M is an exception and it provides for the 
compulsory adjustment of debts not exceeding Rs. 15,000 of 
cultivating agriculturists by a Debt Adjustment Board estab¬ 
lished in each area. Every debtor, and, failing that, every creditor 
on the pain of the debt being deemed to have been discharged has 
to apply to the Board for the adjustment of the debt within a 
a certain period of time. The Government, the local bodies 
and the co-operative societies have to indicate the amount of 
remission they are willing to give. In other cases, the Board is to 
reduce the debt according to the prescribed scales depending on 
the period of time when the debts ware incurred. The creditors 
had the option to receive the adjusted debts in instalments 
spreading over 25 years or receive payment in Governwent 
guaranteed bonds issued by the Provincial Land Mortgage 
Bank, piovided the amount did not exceed 50 per cent, of the 
vali e of the immoveable property of the debtor. 

New System of Finance 

It is necessary that a new system of agricultural finance 
should be raised to benefit tli* cultivator permanently. The 
Agricultural Finance Sub-Committee recommeded that the 
accumulated debt should be reduced to a level where it did not 
hsniper production. They suggested a special machinery for 
adjusting the debts of agriculturists who mainly depend on agri- 
cull ure. Agriculturists who have no transferable or hereditary 

• Report of the AgmuUural Vinancr Sub-Committee:, page 22. 
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interest in land should come under compulsory adjustment oil 
application from the borrowers. But all the debts of cultivators 
having hereditary or transferable interest in land should be 
compulsorily adjusted without waiting for applications fiom 
them. The difference in terms is advocated to avoid hardship 
to peasants who can get credit even though they have no fixed 
assets. Debts due to co-operative societies are to be adjusted 
with the sanction of the registrar of the Co-operative societies. 
The repaying capacity might be determined in terms of the rental 
or of the value of gross produce. The work of adjustment should 
be completed within two years. All creditors should submit 
their claims against an agricultural producer within a specified 
period and any claim not so presented may be taken as dis¬ 
charged. After determining the fair amount due from a debtor 
according to the rule of Damdupat, the next step should be to 
assess the personal value of the debtor’s noimftl repaying 
capacity over 20 years at a reasonable rate of interest. In ease 
the amount due from a debtor is more than his repaying 
capacity or more than half the value of his immoveable properly, 
the debt should be reduced to 50 per oenl. of the value of the 
property or to the present value of his repaying capacity. It 
should lie reduced to 50 per cent, of the value of immoveable 
property so that the adjusted debt may be paid off by the land 
mortgage bank or by a State agency. All the debts under 1h<; 
scheme should be paid off to the creditors immediately by 
borrowing from a land mortgage bank or a credit corporation 
to be set up by the State, In place where Land Alienation Ads 
are in force, the land mortgage banks might find it difficult to 
take over the debt. Henoe this burden will fall on the State 
agency suggested by the Committee. 

The Agricultural Finance Corporation 

The Committee suggests that in each province an agricul¬ 
tural finance corporation should be set up by the stote. Its 
capital will mainly come from the state. In the case of the 
Canadian Farm Loan Board and the State Advances Corporation 
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in Now Zealand, tho entire capital is tnvned hy the State. The 
(binmittce recommended that at least half the capital of the 
Prov lJioiii] Agricultural Credit Corporation should he held by the 
Ibovinrinl Government concerned. Such (\>i por&tioms should have 
lot d agencies and sub agencies. TJieir executive officers should he 
appointed for a term of years by the Provincial Government. 
The corporation Will provide shortterm credit, intermediate 
credit and long-fenu credit. The corporation could finance all 
substantial culti\atom but it might find it difficult to meet the 
needs of short term finance of the smaller cultivators in the lean 
developed areas. Tn such areas the cultivators should he induced 
to form themselves into co-operative credit societies which will 
hr financed cither by the co-operative central financing agenr\ 
or by the Slate Corporation. Tf eo-oporativc societies cannot be 
formed in such areas, it will be necessary to form some organi 
sations of borrowers to act as a link between the local agency of 
the State corporation and the agriculturist borrowers. For 
some time in the beginning, the State should bo prepared to 
give financial assistance tor maintaining the offices ot such 
finmcial agencies. The corporation may finance cooperative 
socielm^ also in pku» wheielhc higher « o upf i «H i\e orgams.itio 
do not e\is*. In arras where co operative banks and land mort 
gage banks arc developed the agrirtillural ciedit corpoiation 
will constitute a third s\^trm !•' both thc-.e ea^es. there should 
lie etlffictivc co-ordination ot ali the agencies. A separate State 
Corporation need not he set up, provided tb.it >ome means are 
found for making finance through co operatic c M>cirties available 
to all nvdu-worthy borrowers. 

r fbe Committee suggest that the rates of interest for 
■igi jeiiltui ists should not exceed fij per cent, for cuuenl finance 
and 4 pci cent, for development finance. To achieve this pur¬ 
pose, a certain amount of assistance from the State will be 
necessary. This assistance is piovided in otlier countrias also. 
Even in the U.S A. interest-free funds are provided bv the State 
for agricultural credit. T(ie same is the case in England and 
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other countries. The GadgiJ Committee dirl riot regard the 
► existing co-operative banking organisation as a suitable alter¬ 
native agency for the following reasons: "Firstly, cn-operativo 
banking organisations are not equally strong in all provinces. 
Secondly, these organisaliou^ should be autonomous bodies arid, 
therefore, Ihev cannot be used as instruments for implementing 
Govermnont policy without interfering with their co-operative 
character. Tnirdly, the cooperative societies deal only with 
members; but the altera it-> a^uicy will provide credit to all 
agricultural producers. Fourthly. I lie held covered by the 
Co-operative banks is not so large everywhere as to lead to 
duplication of effort by creating a state agency. 

The recoiomendalinn of the Committee for creating the 
Provincial Agricultural Credit Corporation has been criticised in 
T co-operative nirehv. The Naiuivati Committee did not favour 
this pioposal. According to the Co-operative Planning Committe, 
The Co-operative Financing Organisation can provide the agri¬ 
culturist with all the facilities which are intended to be given by 
the Agricultural Credit Corporation.* The Committee recom¬ 
mends that the same help as recommended by the (ladgil 
< "oMiniUcu to be given iu the Agiicaltural Ciedit Corporation 
should he given to the co-operative movement. In that ease, 
there would bo no need to start a separate organisation for this 
purpose. The following reasons are advanced for this view. 
Firstly, to set up the new Agricultural Credit Corporation login 
# lutiou will he necessary and time will he Inst in preparing the 
scheme; hut the co-operative organisations are already in ex is 
famce and they may be reconstituted to take up the new bur¬ 
dens which w ill be imposed on them. Secondly, the Agricultural 
Credit Corporation is intended to deal with the agriculturists 
through the co-operative soeielics where they exist and for this 
purpose the Provincial Hank will he more suitable. Thirdly, if 
the credit societies are multiplied in number, the aim of meetirnr 
the credit needs of agriculturists will be met b> co-operative 

■i—--- -- 

• St-e Krpurt, pa^c 74. 
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societies. 

It is necessary that agricultural finance should be recons¬ 
tructed so as to meet all the needs of the cultivators. In areas 
where co-operative movement is very weak, the provincial Agri* 
cultural Credit Corporation should be started and it can take up 
the financing of cultivators through co-operative societies; but 
where the co-operative movement is strong, the same type of 
help may be extended to it by the Government as recommended 
for the Agricultural Finance Corporation. The co-operative 
movement should, however, he left free from official interference; 
but direction and guidance may be provided to safeguard the 
interests of the cultivators and the Government, where Govern¬ 
ment funds are placed at the disposal of the corporation. 



CHAPTER XIV 

AGRICULTURAL CREDIT AGENCIES IN INDIA 

Many agencies are engaged in providing credit facilities to 
agriculturists in our country. Of all such agencies, the part 
played by the moneylender is by far the most important. This 
is clour from the fact that the total agricultural debt of India 
was estimated at about Rs. 900 crores by the Indian Central 
Banking Enquiry Committee. The agricultural societies had a 
working capital of about Rs. 32 crores in 1938-39 and they made 
fiesh advances to individuals amounting to Rs. 67 crores; but 
in 1945-46 tlieir working capital was Rs. 33 crores and they 
made fresh advances to individuals to the extent of Rs. 14'6 
crores. In 1947-48 their working capital was about Rs. 24 crores 
and they made fresh advances to the extent of over Rs. 10 
crores. * Commercial Bunks made advances to the extent of 
about Rs. 22 crores in 1942; while the loans due to land mort¬ 
gage banks in India from individual members amounted to 
About Rs. 30 crores at llie close of 1944-45. Ollier agencies play 
a small pari in providing agricultural finance. The State also 
provides loans under the Land Improvement Loans Act of 1883 
and the Agriculturists’ Loans Act of 1884. The amount of finance 
provided under these Achs is very small. In 1937-38, only 
Rs. 75J lakhs were given under both the Acts. The U.P. Bank¬ 
ing Enquiry Committee estimated the effective cost of a takavi 
loan at 23 per cent. The moneylender is, therefore, the most 
important agency providing agricultural credit in India. Accor¬ 
ding to the Indian Central Banking Enquiry Committee, ‘in 
many pails of India the moneylender is the only financing agency 
available to the agriculturists.’ The Statutory Report of the 
Reserve Bank of India poiuts out ‘that hulk of agricultural 

* Review oi ihe C«o-opM»tivc Movement in India, 1939—46 page 6 A and 
the Review lur r>46~4ri, p^Rt* 4 
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finance is supplied by the moneylender. * 

The money lender follows questionable pm dices. He makes 
a demand for advance interest, and for purse opening. He 
takes thumb impression on a blank piec e of paper to insert any 
amount at a later date, if the debtor fails to pay the interest, 
and be manipulates the accounts to the disadvantage of the 
debtor. The .Royal Commission on Agiieulture refered to the 
services exacted by the moneylender in different parts of India 
leading to the economic servitude of the borrower. The business 
of the moneylender has been regulated under the vaiious Acts as 
pointed out in the preceding chapter. 

What is necessary is that his business should be regulated 
(dice-lively and institutional credit should be developed mo that 
the business oi the moneylender may bo conducted on reason thlo 
terms. There should be uniform-ly of legislation pertaining lo 
money ten ding and the moneyleader should be ma lean impoitant 
link of the Indian money market, Registration and licencing 
should be made compulsory for moneylenders and muneyleijding 
should be carefully defined. The late* of interest should oe 
regulated and their evasion by the moneylender should be pro 
\ented. Where institutional *r Htil is not developed and ihere 
is no competitor of the money lender, the maximum ndr* of 
interest should bo fixed with caution. A schedule of maximum 
rates should be laid down to meet the major variations in condi-‘ 
tions prevailing in different parts. The hooks of the moneylender 
should be periodically inspected either by the Roservur Bank of 
India or by some Slate Agency and every moneylender should 
submit annual returns of his business to the agency. The sub¬ 
mission of periodical returns to the Reserve Bank of India will 
help the Bank to know the capital investment of the money¬ 
lender and to have information regarding agricultural finance, 
These returns may he sent annually in the local vernacular of 
the area where the moneylender lives. The audit of the aooowit*' 

* Serpaiagrah tU of the Statutory Report, 1937. 
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of the moneylender should he compulsory. The auditors may 
be appointed by the Reserve Rank of India or moneylenders may 
form unions of their own for this purpose. Such an all India 
"legislation may be temporary for a period of five years only and 
its working may b© examined thereafter. Selected moneylenders 
in the rural areas mav also serve as the branches of joint stock 
banks. 

The Reserve Bank and the Indigenous Banker 

The indigenous banker and the moneylender must bo 
brought within the purview of the Reserve Bank of India. The 
Reserve Bank of India has made efforts to bring the indigenous 
banker and the moneylender within its ambit. Tho Reserve 
Bank of India Act required the Bank to make proposals for 
legislation on how the provisions of the Act relating to scheduled 
Banks could be applied to indigenous bankers and in 1937 tho 
Reserve Bank of India suggested conditions on which tho 
indigenous banker could be linked dicedly tr> tho Reserve Bank. 
The conditions were that indigenous bankers should have reason- 
aide resources of their own, maintain properly audited accounts 
and confine their other business to trading proper and give up 
t speculation. The Reserve Bank could regulate their business 
on banking lines when neoeasary and they were to file periodical 
statements prescribed for scheduled hanks. In the first five 
years from the date of their registration as private bankers 
in the books of the Reserve Bank they were not to keep compul¬ 
sory deposits with the Bank unless their time and demand 
pliabilities were more than five times their capital in the business. 
Bankers with a capital ef less than Rs. 2 lakhs were not to be 
placed on the approved list of the Reserve Bank. Indigenous 
bankers satisfying these conditions could have rediscounting 
facilities with the reserve bank against eligible paper. 

In regard to separating their banking from non- 
banking business, the indigenous bankers pointed out that the 
provisions of the Indian Companies Act should not be applied 
to them, because these sections merely described the bmina a 
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of the joint stock banks. They were not prepared to give up 
their trade business* because it would be a great blow to them. 
They pointed out that as their banking business increased, the 
indigenous bankers would themselves give up their non-banking 
business. They wanted a precise statement of facilities which 
the Reserve Hank would grant to them* 

The main difference between the Reserve Bank and the 
indigenous bankors was on the question of giving up non banking 
business by the indigenous bankers. In 1941 the Reserve Bank 
of India again enquired as to how many indigenous bankers 
would accept a modified scheme based on agreed proposals to 
give up non bulking business gradually over a period of time. 
The Bank was prepared to renew the discussion only if a certain 
number of indigenous bankers were willing to accept the scheme 
and to give up their non-banking business within a deliinite 
period of time and it wanted to know how many of them would 
join the scheme. The indigenous bankers suggested five years 
for separating their banking from non banking business, but 
they were not prepared to give any assurance regarding the 
number of indigenous bankers who would join the scheme. The 
Reserve Bank, therefore, refused to proceed with the scheme. 
The difference bdvem the views of the indigenous bankers and 
the Reserve Bank is very narrow, The indigenous bankors are 
not prepared to give in advance the estimate with regard to the 
number who would join the scheme. The Reserve Bank should 
proceed with the matter further and try to bring in the indige¬ 
nous bankers by formulating a definite scheme which they can 
join. 

The Reserve Bank and the Moneylender 

In its scheme dated January 3, 1938 the Reserve Bank of 
India issued a circular to all scheduled banks indicating how the 
moneylenders could be utilised within the banking structure of 
the country. The Bank proposed that in places where branch 
hanking was dov dope l, s die lulod banks could obtain personal 
knowledge of the agriculturist borrowers; but in other places the 
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moneylender could be utilised to ascertain the creditworthiness 
of the agriculturists and he enu! 1 hi mide responsible for the 
adequacy of security. The idea was to provide marketing 
finance to a larger extent through the m moylcn ler, The money- 
lender was to draw bills in a form that tlry coul 1 be discounted 
wbh the scheduled banks. The bills were to be drawn on the 
security of the crops of the cultivator anti they could bo re¬ 
discounted with the reserve bank through the ochodulcd banks. 
In the initial stages, rebates wore to be given on agricultural 
bills by the Reserve Bank provided the benefit of the rebate 
was passed on to the cultivators. The scheduled hanks were 
not to charge a rate exceeding 2 per cent, over tie* !? nerve 
Bank’s discount rate. The moneylou hr woul 1 pas i on the 
credit to the agriculturists with a further margin of 2 per cent. 
The Reserve Bank in that piup would grant a rebate of one per 
cent This rebate was to apply to hilU and promissory notes 
drawn for marketing finance ol a duration of nine months. The 
scheduled bmks who got this piper discounted with the Reserve 
Bonk were to be responsible for the croditworthin jss of the money- 
kruler and for (he conducting of his business on sound lines. 
The joint stock bviks di l not favour tin scdiom • which was 
abandoned. Somehow or other, the vast capital of the money 
lender should be utilised for meeting agricultural credit needs. 

The Resetvc Bank of India should reorganise agiieulturol 
credit, A* present the Banking Department of the Reserve 
Bank of India allows cmeesu'on for agricultural fmmeo iu twn 
respects. The currency of agricultural bills which the Reserve 
Bank is prepared to rediscount is nine months, wloroa-. in other 
cases it is only three mmths. This perio 1 should bo increased 
at least to one year. Sarwily, it grants a rebate of one per 
cent, on agricultural bills rediscounted by the provincial co¬ 
operative banks for the marketing of crops. In 1044 the scheme 
was extended to cover bills and promissory notes drawn for 
financing seasonal agricultural operations also and the rebate 
was increased from one per cent, to 1£ per cent in 19 40. The 
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actual amount of loans granted to scheduled and provincial co¬ 
operative banks in 1943-44 was Rs. 379 crores. 

The Agricultural Credit Department of the Reserve Bank 
of India should be directly entrusted with funds on the model 
of the Rural Credits Department of the Commonwealth Bank of 
Australia. There should be a long-term Mortgage Department 
directly entrusted with funds. The former department should 
extend loans through co-operativo societies or the Provincial co¬ 
operative banks and the latter through the land mortgage 
banks. 50% of the profits of the Reserve Bank of India should 
be earmarked for the rural development fund to be used in pro¬ 
moting agricultural research and for the growth of the co¬ 
operative movement. 

At present the Agricultural Credit Department of the 
Reserve Bank of India is merely an agoncy for research work on 
agricultural credit and for giving advice on agricultural credit 
facilities to persons or linns engaged in agricultural iinance. In 
that capacity, the Reserve B ink of India has collected a groat 
deal of useful information both in respect of India and in respect 
of foreign countries. Along tlia lines indicated above, the Reserve 
Bank of India shoul l play a more useful part in the ogunisution 
of agricultural cicdit facilities in the country. 



CHAPTER XV 

THB CO-OPERATIVE MOVEMENT IN INDIA 


Meaning 

Co-operalion is a form of organisation in which 
people associate together voluntarily on the basis of equality to 
promote their economic interests. The co-operators have a 
common economic aim, namely, the improvement in their eco¬ 
nomic condition. They cannot achieve this aim individually, 
because each of them is economically weak. But when they 
pool their resources together, this weakness is removed and their 
economic improvement takes place. Through co-operation their 
self-help becomes effective , and thereby they can obtain the 
material advantages which are available to wealthy persons on 
account of their wealth. Thus in a co-operative society the 
association of p *rsons for improving their economic condition is 
voluntary and emphasis is laid on moral improvement also. 
Co-operation has an educative value. The membership of a 
co-operation society is open to every person irrespective of oaste, 
colour or creed. The co-operative mov ement te aches the citiz en 
t o do things for himself on the principle of mutual help. It 
seeks to improve the economio condition of members by develop¬ 
ing agriculture, by improving marketing and by promoting reform 
in social customs, and improvements in education or sanitation 
and by removing disabilities whioh hamper the growth of living 
standards. The aim of co-operation is 'better business, better 
living and better farming.' It inculcates independence and 
thrift among members and capitalises honesty. 

Origin of the Movement 

Co-operation began in the second half of the nineteen th 
century in Germany, where Raiffeisen and Schuize-Delitzsoh 
organised credit societies on unlimited liability basis for agri- 
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oulturista and small traders and artisans respectively. The 
former organised credit societies of the cultivators to relieve 
them of the clutches of the moneylender; while the latter 
organized societies for small traders and artisms. The move¬ 
ment spread to other aspects of economic aciivtly and to other 
countries. In England* the consumers’ cu-opeiul ive movement 
has made a great headway. In Ireland, it has made a great 
progress in agriculture and in Netherlands and tie* Scandinavian 
countries* it has made a great progress in reaped oi the market 
ing of agricultural produce. In Dcnnuuk, the cooperative 
dairies receive 91 per cent, of the milk (Hivm'od to dairies, and 
in Norway, l>etween 80 percent, and 90 per cent, of the pro¬ 
ducers of milk are members of co-operative dairies. In Sweden, 
co-operative dairies marketed almost 90 per cent, of the butter 
produced in the country. Thus co-operation has touched almost 
all aspects of human life and has thus made itself a living force 
to improve the moral and material aspects of human life. 

Historical Retrospect in India 

In India, the movement began with the passing of the 
Co-operative Credit Societies Act of 1904. Under this Act pro¬ 
vision was made for the organization of co-operative credit 
societies only. Two classes of primary societies were permitted 
to be organized, rural and urban. A society was rural if at 
least four-fifths of its members were agriculturists, otherwise it 
was urban. In rural societies, unlimited liability was the rule 
but in urban societies the matter was left to the choice ol 
members. Audit and inspection were done by Government 
officers and in every province a Registrar was appointed. 
Societies were exempted from payment of income tax, registra¬ 
tion fee and stamp duties. The move ment grew mpidly hatweea 
IQQfLanfl 1911 and the Act of 1904 had to be amend ed, because 
it was found inadequate to meet the situation. It gave le gal 
protection to credit societies only, but non-credit societies had 
grown up meanwhile, which it had left unprotected. Secondly, tin* 
Act did not provide for the organisation of central societies 
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which had come into existence to supervise the primaries and 


to give loans to them. The result was the passage of the Aot 
of 1912 which gave legal recognition to many forms of co-opera* 
tive societies ami to central organisations also. In place of 
rural and urban societies, unlimited and limited liability societies 
we're provided for. The now Act brought about a great growth 
of the movement. There was a steady growth in the number of 
societies, in their me nbership and in their working capital. New 
types of societies came into existence for selling produce, for 
supply'nv agricultural requirements and for supplying the 
necessaries of life, hi 1914, the Government appointed the 
Marla pan C.nnmittoe to revie w t he moveme nt ajuL jjLs_ S££gtt_i& 
a valuable document in the h istory of co-operative, literature in 
Indi a. Ear reaching proposals were made by the Committee for 
the future development of the movement. 


With the introduction of c institutional reforms in 1919, 
i o npeiat ion became a pro\ inch'd transferred subject and different 
pi evinces could deal with it in their own ways to suit their 
requirements. In Bombay and in some other provinces separate 
Acts were passed to guide the movement. Non-official institu¬ 
tions for propaganda and education were encouraged. In several 
provinces, committees were appointed to reviovv the progress of 
the movement. The Royal Commission on Agriculture and the 
Provincial and Central Banking Enquiry Committees made im¬ 
portant contributions to co operative thought and literature in 
our country. The movement continued to expand^ up_to 1929 
flfter which the great depression ge t in . 

In the depression period the, movement received a set-back 
because of a fall in agricultural prices and the consequent 
decline in the income of the cultivator. During the period of 
depression various committees suggested ways and means for re¬ 
constructing the movement. This period was characterised by 
consolidation rather than by expansion and official control 
toreased. During this period, au important event took place 
which has be*n playing a groat part in shaping the course of the 
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oo-operaiiVe moVettiertt in the country and it was the establish¬ 
ment of the Reserve Bank df India in I9$fi. The Bank has a 
fljftttri&I department called the Agricultural Credit Department 
to sitldy questions regarding agricultural credit. It devotes it¬ 
self to the study of the problems of agricultural credit and it is 
available for consultation by all those interested in co-operation 
and agricultural finance. The department issued two reports, 
the Preliminary Report in 1936 and the Statutory Report in 
19S7. They contain valukbte suggestions for the reorganisation 
and the rehabilitation of the movement in the country. It has 
al«6 published co-operative reviews and issued bulletins, and 
circulars indicating the lines on which the movement may be re 
modelled on fiiUn foundations in the future. The introduction 
Of provincial autonomy in 1937 had also an important bearing 
on the course of the movement. The popular ministries harl to 
devote special attention to the problem of improving the econo¬ 
mic life of the cultivator, and the steps they took in this con¬ 
nection influenced the position of the co-operative movement in 
a significant manner. 

operation During the war 

The rise in agricultural prices during and after the war 
eased a difficult situation for the movoment. The members of 
oo-dperative societies began to repay their debts to them and 
deposits with co-operative banks increased, but the demand for 
fresh loans from the affiliated societies became smaller. The' 
War gave a distinct encouragement to the setting up of supply 
societies or consumers' stores. In the war and the post warr 
period economic controls and food rationing have been in exist* 
enoe and co-operative marketing and consumers’ stores have 
consequently received a great stimulus. It is in the consumers’ 
movement that the most noted advance is seen. It is evident 
from the foot that in 19&8-39 in Madras the number of con¬ 
sumers’ ob-operative societies was 85 and their transactions were 
of the value of Rs, 23.77 lakhs. In 1945-46, the number o fy 
societies in that province rose to 1,316 and the value of trans- 
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actions to Rs. 3»57.o5 lakhs. These figures do not inolude the 
very many credit and sale societies which have taken up the 
work of consumer’s supply in addition to their normal business. 
Generally the war gave a phillip to the non-credit movement. 

In addition to the developments on the non-credit side 
there was a general improvement in the position of the move¬ 
ment as a Jesuit of (he war. This is indicated from an increase 
in the numlvi of societies, members and working capital. In 
1945-46 there was one society for every 3.8 villages and the 
population touched by the Movement was 10.6 per cent of the 
total as against one society for every 5.4 villages and 6.2 pc 
cent, respectively in 1938-39. * 

The following table indicates the progress of the eo opera- 
ti\ e movement in India, f 

p . . No. of societies No. ol mem- Woiking capital 

tri ° 9 * in thousands hors in lakhs in erores of Ks. 


Average for fh e years 
1910-11 to 1914 J 5 

12 

5 5 

5-48 

Average for five yeats 
1915-16 to 1919-20 

28 

11-3 

10-18 

1920-21 to 1224-25 

58 

21 5 

30-36 

*1926-26 to 1929-30 

94 

36*9 

74-83 

1930-31 to 1934 35 

106 

43 2 

H4-61 

1935-36 to 1939-40 

1 17 

50'S 

104-68 

1940-11 to 1944-45 

150 

722 

124-35 

' 1938-39 

122 

58-7 

106-47 

1939-40 

137 

60-8 

10710 

1940-41 

143 

640 

109-32 

1941-42 

145 

67*4 

112-42 

1942-43 

146 

69 1 

12114 

1943-44 

156 

76*9 

132-21 

1044-45 

160 

83*6 

146-63 

1945-46 

172 

91*6 

16400 


t See Review of the Co-operative Movement in India, *1930—40, page 4 
the Review for 1 939—46, page 3. 

• Review of the Co-operative Movement in Indu, 1939-46, page 2 , 



EVOLUTION OF INDIAN ECONOMY ‘ 


VM 

The Movement l ias not mtulo a great progress, whether we 
judge it with referents to woiMug capital on with reference to 
1h f * tuimbev of societies and the‘proportion of population tOuchod 
by (he movement. Ah pointed oat abore, only I0 k 6 per cent.* 
population of (he country has yet been ton Hied by th-e co-opera¬ 
tive movement in Tudlu. The Royal OommiN->irm on Agriculture 
emphasising the impoitanee* of the co-operative movement in 
India Wrote that' if cm operation foils there Will fail Cm hot hope 
for Tndinn iP licull bred Ihe'fad remains that the movement 
ins made a limited progress in the country. 

Causes of Slow Growth 

The causes of the limited pi ogress of the movement have 
been mirveyed by mam a commit fee and Communion that have 
been appointed to review the co-nperd ivi movement in the 
country, including the RoypI Commission on Indian agriculture 
the Indian Central Banking Enquiry Committee and the Co ope¬ 
rative Planning Committee of HUG. Briefly put, the main 
causes aie the laiswz, faire policy of the State, the illiteracy ol 
the people and the fact Hull in the initial stages particularly, 
the piovemenl did not covet all the aspects of tin* life of the indi¬ 
vidual. It gave attention to tlie provision of credit. It is evi¬ 
dent from the fort that in 1939-40 the credit societies formed 
nearly 85 per cent, of tho tola] number of societies in nm country'. 
The movement had lout bed very' little of the numerous other 
activities of the life* of the cultivator. The situation is now im 
proved as in evident from the fact Unit in 1945-46 credit moieties 
constituted 72 7 per rent, ol the total number of primary societies 
in India and in 1947-48 they 7 constituted 66-4 per cent, of 
the total.* Credit slid dominates the co-operative movement. 
Members, therefore, have little real touch with the society after 
borrowing funds and unless the movement permeates ail the as¬ 
pects of,their life, which w now being done through multi-pur¬ 
pose co-operation, it cannot make an adequate progress. Amongst 

* .Sic Revirw or the Co-operatne Movement in India 1939—46, pagr 6 
and Review ftu 1946 — 48 , pa^c 3. ^ 
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the other causes are, Du* small sue of 4 ho prim in y unit and 
undue ivl'ulce oh bonoraiy -cmoes for da3 to-day work which 
results* in iuefli money in management 1 Defer live audit, 
embezzlement ut funds, favouritism shown by the nmnbuv of 
the executive to their friends and 1 elutions and lack of u know¬ 
ledge of cooperative principles are other factors Jesponsible 
for the slmv growth of the co-operative* itnov'cment un our 
country. The Government is riot spemluig adequately on the 
co-operative movement in India, Mere < funds should bo 
earhiurked tor the growth of the movement by thd Slate 
(hwctumeiils. Luck of punctual "repayment of debts by the 
rtiembers to the *o<uety and the consequent heavy accumulation 
of overdues, particularly m ’the pre-war day*, is another (.fuse 
for the slow growth of the movement in our country. It is J10pod 
that the causes for limited pmureriv of the luovoincnt ivili be, 
removed early and that the movement will make iUsiniluenot ielt 
to enm ever more tnitig extent in oil sections of our country. 

The Po-operiitWe Planning Committee 'have recommended 
that an attempt should he frinde to bring 50 per cent, ol the 
villages and 3b percent, of the ntrrU population within th*o am hit 

1 of the reorganised primary societies ill 10* year'i.' They leeomnicu- 
ded that the niton bf'Hhip of a primary society should 1 be at least’ 
50 . ’ According to thebh on ah av/^tage I (hS million persons Should 
he brought into the eo-operaHv^ fold every year and 21,000 
societies 6I1011M he organised‘evoiy year. They have aho sugges¬ 
ted that the total cost bf the plan for 10 3'earstd> bo home by the 

* Government will amount to about Ks. 10 eroros. 

Structure of the Cooperative Movement 

The co-operative movement cousi&Im of the primary 
and the secondary societies. Tlio primary sot i tn i s an* 
those which deal directly with individual person In other 
words, the membership of the society consists of individuals 
only. Such societies consist agriculturists to serve their 

* various needs. The}' arc known as agricultural societies. The-io 
societies may render ouc or several services to theiv rpembejs 
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connected with agriculture.^ They may exist to provide credit 
facilities to the cultivators. In that case, they will be called 
agricultural credit societies The object of some societies may 
be to help the cultivators to sell their produce at remunerative 
prices. They will theu be called co-operative marketing 
societies. There may be better farming societies whose business 
is to impart knowledge of improved methods of agriculture, to 
supply improved seed and manure and to promote improved 
breeds of cattle. Societies may also be formed to bring about 
consolidation of holdings. Such societies exist in the East 
Punjab, U. P., (\ P. and Bornr. In 1947-4N there were 1 5H3 
socioties in the But Punjab for bringing about consolidation of 
holdings. Their membership was 2,19,84L In the East Punjab 
out of about 22,000 villages consolidation operations were com¬ 
pleted up to the end of 81st July L04S in 1 512 villager These 


societies exist in other province* also. In U. P. there are 350 
societies for consolidation of holdings with a membership of 
about six thousand, the area consolidated by them so far being 
1,20 lakh acres. Such socioties help to bring about the inter¬ 
change of the plots of agricultural land amongst the cultivator-* 
in such a way that a member may have all his land in one 
compact block. In addition, there are joint farming societies to 
facilitate large scale and scientific cultivation. There are also 
miscellaneous types of agricultural societies engaged in discharg¬ 
ing fumtions which aro useful to agriculturists. Co operative 
societies bring about land reclamation and they prevent 
soil erosion. They have also rendered help in the 

sphere of stock breeding and veterinary aid. They help the 
members to purchase goo 1 quality cattle, ensure adequate 
fodder supply, assist scientific cattle breeding by maintaining 
bullocks and arrange for vet *riuary aid. There are better lining 
and health societies also. Their object is to remove social evils 
like extravagance on ocremonial occasions and the promotion of 
thrift. All these societies may be called agricultural societies. 


There are non-agiieuJfnra] societies also like housing 
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nooieties, consumers’ societies, co-operative insurance societies 
tod Jabour societies. These societies are called nori-agricultural 
because they are concerned with the promotion of objects not 
connected directly with agriculture. 

In India, most of the primary societies are credit societies, 
In 1938-39, the credit societies formed nearly 83 per cent, of the 
total. Out of 103.3 thousand societies in that year 93.81 
societies were credit societies. Thus the movement had touched 
ven lit tic the other activities of the life ot the culth ator. In 
1943 40, credit societies constituted 72.7 per cent, of the total 
number of primary societies. Tims even new agricultural credit 
societies predominate. In 1947-48 there were 83,290 agritul 
tur&l credit societies with a membership, owned capital and 
, working capital of 3.48 million persons Rs. 11,33 croica and 
lis. 23.87 crores respectively. 

Organisation of Primary Societies 

The organisation of primary agricultural credit societies 
may now be described. This will indicate the organisation of 
other types of societies also Any ten persons can form a rural 
credit society by adopting rules and regulations. Usually the 
area of operation of such societies is one village. This is neces¬ 
sary to ensure mutual knowledge and control on the part ol 
members. The liability of agricultural credit societies is un¬ 
limited. In other words, if the assets of the society are not 
enough to meet its liabilities the members can be called upon to 
make up the deficit from their personal assets. Such societies 
obtain their working capital by soiling shares and by attracting 
deposits from members. They also obtain loans from higher 
societies and from the Government. Loans are given to members 
for productive purposes, nou-productive purposes and for redeem¬ 
ing past debts. Productive loans are those which are borrowed by 
the members for current agricultural operations and for making 
improvements oil land. Unproductive loans are those which 
«&e incurred on ceremonial occasions. Such Joans are granted 
to prevent the cultivator from going to the moneylender. 
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Repayment of ‘debts is 'rtnulw by the roemlnns of the societies in 
instalments. Punctual uqnrunmit is insisted upon; but ‘ in case 
of distress ■ the payment of inAtahnents is postponed 1 . IP the 
depression period ovuulue loan4 mexeased U) a Very gxeat exfent. 
The accumulation of heavy ovrrdnCs uftd the freezing of tin 1 
assets of fch* 1 societies pxiralyMM? 4 hc» working of the iho^ement 
in a large part of the country; but in'tho war and the post war 
period, conditions improved in this ik^peet.* Recoveries have 
been satisfactory and defaults are del lining. In reirurd to out¬ 
standings, overdue s are shotting a declining tendency. In IU4? 
48 overdues formed 24.0 per cent, of the loans outstanding, while 
the corresponding percentage for HMO-47 and 1*915-4(5 werb 27.0 
and 30.H. When a Joan is sanctioned by a credit society, the 
borrowing member has to furnish 'two sureties and material 
security is also taken from him. The ideal eo opei&fhe security 
is the honesty and character of a porsrvn and a true eo operative 
society should capitalise honesty and should not insist on 
material security. Rut if material security is not taken, tho 
danger is that the oulh\ llor will pledge it with the moneylender. 

Primary credit societies’ aie of two kinds, rural and urban 
or Raiffeisen and Ndhulze-Delitzach. The mam differences in 
them are; firstly, the aida of opeiatioixs in the ea^e of a rural 
society is the same Village, while membership can be drown from 
a wider urea in the case of an urban' society. Secondly, the 
liability in the caxxe of a Raiffeisen sooiety is unlimited; while k> 
tho oase of a Schulzfe-Delitz&ch society it is limited! Thit'dly, in 
the former case, doans are granted for a longer period of (irae to 
the members Linux in the case of tho tatter, because the agricul¬ 
tural cycle is longer than the industrial cycle. J When- the culti¬ 
vator borrows money from his society, he can repay it after his 
crop is harvested and *old. The crop remains standiug in tho 
field for a certain period of time, during which the cultivator 
doe a not come in tho possession of filuds, but the artisans and 
traders come into possession of funds frequently l>v selling theft 
produce and their production and sale can go side by side. 
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Fourthly, share, capita! < pluys a longer, part iu wrbanThat’i ift 
rifral credit , Fifthly r ,ii nurbau societies admini&tr&tiofi 

i$ paid to secure fsffbipnoyj. but it is gratuitious iu the cate ^of 
‘Raiff^ison societies, Sixthly ti U\ u;rhao soeietiea the distribution 
qf proftfcf plays a .greater j; pari ( * thanin Raiffeisen societies* 
Finally,., in the Sjihuizc-Ociitisch type special emphasis is laid 
on the business ,.aspect; of ttie society, /but in. the Raiffeiseii 
type erpphasis is laid on the njoi;al .aspect to., a greater extent. ' 

Suggestions of the Madras Committee .0 i '. ' - r - 

The Madras Committee on Corporation suggested import¬ 
ant changes in the organ initio n of primary coTOperative societies. 
Firstly, ,llie t Conimi,ttee suggested that there should be multi-pur¬ 
pose societies,ip place of the single purpose societies. In other 
words, the society should not confine itself to a single purpose 
as hitheitc), but it should do many other things which liave^a 
bearing on the life of the members. In other words, a society 
should supply credit to the members and should help them to 
sell their produce properly and should also supply consumers’ 
goods to them at fair market prices. Secondly, the liability 
should be lfrhited, because unlimited liability would keep away 
the more'well-to-do persons. Unlimited liability does not also 
‘enhance the credit of the society which consists entirely of the 
poor people. Thirdly , the area of operation should be wider 
than a village, if necessary, so that adequate business may be 
ensured for the society. Fourthly, in place,of honorary manage* 
* meat, payment should be made for the services rendered to the 
society. Such a reorganised society would, re (pare whole time 
•work and it will not bo possible to dp this work, without 
payment. ^ 

The base of the co-operative credit strutcure Is the 
primary society. To finance the primaries higher 
financing agencies are naoa*.iary. < These latter are known 
as Central Co-operative Banks* They receive ( deposits from co¬ 
operative societies and lend money to them. Ordinary joint stock 
'%/ir,ks cannot lend money to the co-operative societies which are 
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in the villages. The Central Co-operative Bank serves as a balan¬ 
cing centre for adjusting the excesses and deficiencies of agricul- 
cultural capital. The central bank may also supervise the pri¬ 
mary societies. In addition to financing the affiliated primary 
societies, the central banks do banking business also. The area 
of Operations of a central bank may be a tehsil or a district. 
Central Banks are of two kinds, mixed and pure. The mernbei- 
ship of the foimer consists partly of societies and partly of iiuli- 
\iduals. They give special facilities Lo the societies regarding 
share capital and representation on the boiud of management. 


The pure central bank has primary societies only as its 
members. They are known as banking unions. The following 
table indicates the position of central banks in our country. 


Yeai 

No. of such 
Banks 

Working capital in 
(crores of rupees) 

Loans outsl inching 
(erores of iiipeiih) 

1939 

594 

29-42 

1993 

1940 

000 

29-22 

1 !)■ 7 4 

1941 

001 

29-32 

18'98 

1942 

595 

29*84 

18*78 

1943 

589 

32-85 

18*92 

1944 

601 

36-59 

18*50 

1945 

020 

39-82 

19*09 

1940 

001 

4507 

20 30 


Their membership declined between 1945-46 and 1947-48 
from 601 to 448 because of the partition of the country. Their 
working capital also declined from Rs. 45 crores to about Rs. 40 
erores during the same period of time. In 1947-48 they made 
fieah advances to individuals and to banks to the extent of over 
Rs. 4 erores and Rs. 57 crores respectively. * 

The Central Banks should take a genuine interest in the 
well-being of the societies through close supervision over their 
affairs. They should organise their own working along sound 
banking lines with regard to the distribution of their assets. 

* Review of the Co-'jpeidtive Movement in India, 1946—48, page 59. 
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This advice lias been tendered to the central banks by the 
ReseTVe Bank of India. 

At the apex of the co-operative credit movement is the 
provincial co-operative bank in a province. It acts as a clearing 
house and a balancing centre for the central banks by transfering 
surplus funds of one locality to another. Central banka also uti¬ 
lise them for reiniting their funds. The Provincial Bank can 
attract funds for the movement ut a lower rate and from o wider 
area than is possible for a central bank Ft can also invest the 
surplus funds of central banks in the market with great facility. 
Thu Provincial Bank also co-ordinates the working of the co¬ 
operative central and urban banks in the province in respect of 
the borrowing and the lending rates. It also advises the banks 
in regard to the efficient conduct of their business. Aa the apex 
bank of a province, the Provincial Bank should direct the co¬ 
operative movement along right lines. The Reserve Bank pro- 
\ides Financial assistance to agriculture through provincial co¬ 
operative banks. A Provincial Co operative Bank can get 
linancial accommodation from the llesen e Bank on condition 
that it maintains with the Resene Bank minimum cash balance 
* of 2£ per cent, of its demand liabilities and one per cent of its 
ti me liabilities. 

Every province has a pr*A inciai co opciative bank. In 
1043-46 the number of provincial co-operative banks in India 
was 13; but in 1947-48 it was IJ. In 1947 48 they attracted 
deposits worth Rs. 20 urore.s and their working capital was Rs 24 
rf-rores. They mack fresh advances to indi\iduals to the e\tont 
of Rs. 6 85 crores and to banks and societies to the extent of 
Rs. 13*88 crores,* 

Co-operative Banks and Ordinary Banks 

There are cerLain similarities and dissimilarities between 
to-operative and ordinary banks. Both of these institutions 
receive deposits and both create credit and grant loans. In that 
Ipense, both are institutions dealing in credit; but the similarity 

* Review of the Co-opeiative Movement in India, 1946-48, page 64. 
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ends here. Co operative banks do for their members what 
ordinary banks eannat do for tli-ir clients. Co operative banks 
are meant essentially for the small man, the cultivator or the 
artisan, whereas the ordinary banks are run on capitalistic lines, 
Secondly, co-operative banks work in villages near the cultiva¬ 
tors, but the oidinm bunks are removed far away from them. 
Thirdly , cooperative banks capitihsc honesty and will lend 
money to members even when the latter oanuot offer any 
material, tangible security; but ordinary banks insist on and 
- care only for materia) tangible, security. Fourthly , co-operative 
banks supervise the spending of funds borrowed by the members 
and this may' encourage the of loans for productive pur¬ 
poses. The ordinary bulk* circ only for their security and do 
not Jay emphasis on how the borrowed money is used hy the 
borrower. Of course, both types of banks ant on ordinary 
banking piinciples, but the services of the co-opera ive banks to 
the members are more solid in encouraging production than 
those of ordinary commercial banks. 

The Reserve Bank of India and the Co-operative Movement 

The Reserve Bank of India is allowed to purchase, sell and 
rediscount agricultural bills and other paper for financing 
seasonal agricultural up^ntinm or for th n market ing of crop*. 
Such paper may be endorsed by a scheduled bank or a proviu 
cial co-operative bank and its tenor should not exceed nine 
months, though the period allowed m the case of commercial 
bills is only 90 divs. V\v' Bank also mikes loans to Provincial 
Co-oporativo banks lot 91) diys against the security of Govern-’ 
ment paper or approved debentures Tks Agricultural Credit 
Department i* an agency to study questions of agricultural 
credit and to offer expelt advice to the Government and Co¬ 
operative banks The Department issued a statutory report 
in December, 1937 and it has also published various bulletins. 
It now publishes a monthly bulletin. Tn its statutory report 
the Reseive Rank of Tndia has made it cl^ar that it can 
provide only emergency finance to agriculture, since it is 
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entrusted with the cash reserves of important banks. This 
pool cannot bo locked up in business which scheduled banks 
themselves cannot undertake. The Hank cannot, therefore, 
supply normal finance to agriculturists direct or to any credit 
agency. It is to produce monetiry conditions wm *h will provide 
fide piate facilities for all tho>o s^king ere 1*1 for legitimate 
I urposes. It can come into the picture only wh *n the ordinary 
pool of credit is inadequate to meet the reasonable business 
tequirernents of the country. The co operative banks should 
ibUm inn mi 1 fi iin ;e from their own rpsiirees. The Reserve 
Bank can only help the provincial co-operative banks to tide 
o\er a temporary short age of hinds. From time to tircn the 
1 loservc Bank of India has issued instructions in its circulars 
advising the provincial co-operative banks to maintain liquid 
resources, consisting of cash baUii'o*> with banks and Govern¬ 
ment securities which should be 40 per ceut. of their liabilities. 
The Bank has further advised that they should coniine them¬ 
selves to short-term loans. Tt lias Did down the conditions 
subject to which a provincial co operative bulk can get finauo* 
from the Rosen o Bulk of India. These con litmus are that a 
provincial ro-operati\e bunk should submit periodical statements 
prescribed (or the pm pose to the Reserve Bank and it should 
keep minimum cash balances am muling to per cent, of the 
demand liabilities and one per (cut. of the lime liabilities, flic 
Reserve Bank has also agreed to grant a rebite of 1J per cent, 
►on gricultural bills. 

A Critical Review of the Movement 

The Royal Commission on fn lum Vgiieullure laid a very 
groat emphasis on the need anil importance of developing the 
co-operative movement in the country along sound lines, They 
emphasised that if co-operation failed, there would fail the best 
hope for Indian agriculture. The eo-operalive movement has 
touched only a small part uf the population no far amounting to 
10.6 per cent. Jn spite of this limited progress, the movement 
confencd benefits on the country. It has made cheaper 
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credit available and thu* a having of about a erore oi 
r«pees has been made in interest to the cultivators. * In course 
of time, this flaw ng must increase. Secondly, eon I rolled credit 
has been introduced anrl the moneylender has, to a certain 
extent, begun 1o f«vl ibe competition of the movement in amts 
whore it has made mi sjiiilo progress. Thirdly the co-operative 
movement is tin* only form of ngwvy for developing the banking 
habit in the rural areas. In HI47-4K tin deposits which agri 
cultural credit w>ei ‘ties received from their members came to 
Rs 174 lakhs and they also received in the sam » year Rs. 130 
lakhw aa deposits from non-memhers. They made fresh advances 
to the extent of about Rs, 10$ crores. In addition. the multi¬ 
purpose sock ties received deposits worth Rs. 21 iakhs from 
their members and Rs. 12 lakhs from non-members. The 
deposits of oentiivl land mortgage Irinka eame to about Its. 44$ 
lakhs, while those of primary land mortgage banks came to 
Rs. 14 lakhs. The deposits oF non agricultural credit societies 
wore Rs. 27$ ororos. Central banks an! hanking unions iu the 
same vear received deposits worth Its 2S 39 crores; while the 
deposits of provincial co-operative banks eame to Rs 20 crores.* 
Fourthly , the movement 1ms been of advantage to the 
premier industry of the country, namely, agriculture in many 
ways. It has populi nod improved hopi! and implements and 
has, to a certain extent, been helpful in securing the ideal of 
better farming, better business and befctei living. Finally, the 
movement has eonfcrterl m »ral and intellectual benefits. It has 
reduced litigation and extravagance among members and it has 
taught them s^f reliance and mutual help Ft h is also created 
a desire for elunation among the unmhir-* and 1 * has been help¬ 
ful in capitalising honesty. 

In spite of the above advantages of the movement, 
•all that has been done amounts only to a scratching 
of the surface/ The credit provided by the 00 

* Jathar and Brn, Indian Economic*, Y’olumc I, paftc ^09 

\ See the appendices attached to the Revirw of the co-operative Movement 

in India, 1946-43. 
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operative societies is very costly for the cultivator. In the 
depression: period, there were excessive overdues, unpmict unlit y 
of repayment and also fictitious payments. The Central Banking 
Enquiry Committee referred to the inelasticity, dd itorineas and 
inadequacy of co-opcml iv» finance The co-operative staff Imn 
at times been found uriiiL for the work entrust el to it. 

These defects must In* removed ami the Reserve Bank of 
India haw made suggestions in il 1 wirtuus v-irculait* ami bulktiin- 
for removing tho defect-* of the co-operative movement. The 
debt legislation led to the contraction of credit; but the co-ope¬ 
rative movement did not make adequate prog re*? to till the void 
created by the shrinkage of credit. Tin Reserve Bank of India's 
suggestions to reorganise the movement are the following : 

Firstly Co-operative societies should separate their over 
dues and long-term loans from short term loans. They should 
scale down their overdues so that they may bo redeemed from 
agricultural profits within a certain period of time. They should 
also be written off from reserve funds. As a result of the war¬ 
time and the post-war rise in prices the ovmluoH of societies are 
being reduced. Secondly, oo-operativo soc ieties should build up 
strong reserve funds by keeping an adequate margin between 
their borrowing and lending rates. This suggestion would, how¬ 
ever, imply high interest rates which might prejudicially affect 
the cultivator. Thirdly, the softies should limit their loans 
for expansion of cultivation, including advances for intermediate 
credit for purchasing cattle and implements. Fourthly , emphasis 
t has been laid on widening the scope of activity and it has been 
suggested that multi-purpose societies should be organised in place 
of single purpose societies so that the movement may touch the 
eiutire life of the cultivator. Emphasis has also been laid on the 
organisation and growth of marketing societies. 

The suggestions are being gradually implemented. The 
Reserve Bank of India should grant more concessions to the 
oo operative movement on the lines of the Reserve Banks in other 
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countries. It should extend the period of time for which loans 
are granted for agricultural purposes from nine months to a year 
and a half, A portion of the profits of the Reserve Bank of 
India should also be earmarked for being spent on agri¬ 
cultural research ami on the expansion of the co-operative 
mo\ emem. 

Land Mortgage Banks 

Lund mortgage banks are institutions which grant loans 
to landowners on the security of land for long periods of time 
for the improvement id land and for the liquidation of past 
debts. Land mortgage banks have specialised machinery for 
investigating titles to land and for determining land valuation. 
Tiny raise tin ir funds by deposits from the public, by selling 
debentures and shares and by cieating 1 ©serve funds, They 
may also get interest -free balances either from the Central Bank 
of the count!y or liom the (Government. 

In India the need for laud mortgage banks was felt since 
the early days of the tu operative movement for supplying long¬ 
term loans. The first land mortgage bank was organised in 1920 
in the Punjab and a lew more hanks were set up before the 
depression began. These hank> did not prov© successful because 
ol the lull in Jund values ami the existence of the Land Aliena¬ 
tion Act in that province. 'The real beginning of land mortgage 
banking took place in 1929 when the Central Land Mortgage 
Bunk was set up in Madias for centiulismtr the* issue of debeu 
lures and for eo ordinatmg the working of primary banks in that 
province. In the next 10 years the number of primary banks 
increased tu>m 12 to 119. Up to the 30th June 1940 the Cen¬ 
tral Land Aloitgage Bank sold debentures up to the extent of 
Rs. 2 04 crotes. They T were guaranteed by the Government for 
principal and inteiest. In fact, land mortgage banking has 
succeeded in Madras, rids is due to the care exercised in 

examining the titles to laud* and in valuing the laud take!) as 
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Security for limns and also in fixing the instalments for iepa> 
tueni according to bh© capacity of the borrow ns. The Govern 
ment also gave ail iv © assistance and there was speciil legislation 
which gave summary poweis 1«u the recover* oi dohiulted 
instalments to land no rj©■ ore banks. These hanks were slatted 
m Madras in those areas uheie agiiculturo has an assured water 
, supply arid where there were no i ©si fictions on land alienation. 


In India land mortgage banks Imre been granting loans 
mostly for the redemption of old debts. Loans for tlie improve 
ment of land and agriculture have plaved t\ small part To 
a certain extent it i, inevitable in Indian conditions where the 
♦ removal of past indebtedness is necessary forftgrictiltur.il pro¬ 
gress. Investigations made into the purposes for wh'ch loins 
granted Iry land mortgage banks are utilised show that ovei 04 
per cent. oT the money is utilized in repaving past indebted¬ 
ness. The question of granting loans for Agricultural improve 
ments has not received that amount of attention which it 
deserves. In fart, the improvement of agriculture is the ©asen 
,tial objective for which land rnoitgage hunks should beset up to 
grant long term loans This objective can be achieved if there 
is closer co-nrrtination between land mortgage banks and the 
Agricultural Departments of the Government. The agriculturists 
► do not always know what schema will be beneficial to thorn and 
the land mortgage hanks do not po-ssiss Iho iiecei-ury mvhinery 
for examining such schemes, or for overoising sipervision over 
the utilisation of the loans. In fact, loans for hind improvement 
should be given at a lower rate than loans fo* other purposes 
and land mortgage bunks should help schemes of consolidation 
of agricultural holdings. Incase the operations of I he Debt 
Conciliation Boards were co-ordinated with those of land mort¬ 
gage banks, the repayment of past debts would bo facilitated 
^to a great extent. The amount of debt reduced by the Board 
could be paid by a land mortgage bank to the creditors and 
realioed by it in due course in instalments from the debtor. In 
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some province** this was done; but the experience was not 
encouraging. Debtors preferred to repay instillments fixed by 
tho Board which carried no interest to borrowing from the land 
mortgage banks to which they would have to pay interest. 

There should be better co-ordination between the land mort¬ 
gage hanks and other co-operative organisations. It is then that 
the working of primary societies and land mortgage banks would 
become efficient. The burdensome debt of the members may 
be paid out of a loan granted by the laud mortgage bank, The 
short-term finance for culn'vation purposes should be supplied 
by the society itself, ami the sale of the produce should be 
arranged through a oo-operati\c marketing society. In this way, 
tint instalments of the land mortgage banks and the loans of the 
society could lie recovered regularly and the mem hors prevented 
fiom falling into debt again. Land mortgage banks should also 
establish coni act with other agencies working foi the economic 
improvement oft he eultiiator. 

During the war cnlfiv.ifors paid off their debts to the land 
mortgage banks. In many provinces even advance repayments 
were made. Recently there has been a reverse tendency, that is, 
contraction in lain! mortgage banking. This is due to the follow¬ 
ing reasons. Firstly , the need to borrow funds on the part of 
the agriculturists increased because of higher coat of living and 
souring prices of the many things required by the fanners. 
Secondly, with the introduction of debt relief measures, the 
private sources of credit practically dried up and the agricultu¬ 
rists had to depend mainly upon co-operative organisations for 
their long-term and short-term credit requirements. Hence the 
amount of fresh loans advanced by land mortgage banks and the 
loans outstanding showed an upward trend. 

Madras occupies the most important place in land mortgage 
banking. The Madras Co operative Central Moitgage Bank had 
120 primary land mortgage banks affiliated to it. In 1947-48 it 
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issued loans amounting to Us. 61J laklus as against the figure of 
about Rs. 48 lakhs in 1046-47, Repayments of loans in 1947-48 
amounted to Rs. 27*55 lakhs as against Rs 24*04 lakhs in 1946-47, 
The loans outstanding also rose from Rs. 2*42 crores at the end of 
1946-47. Advance repayments which were a marked feature of 
the war period declined from Rs 13*04 lakhs during 1945-46 to 
Rs. 9*69 lakhs dining 1!)47 48. The special feature of the period 
is that the rate of interest on loans to the ultimate borrower was 
reduced with Government approval from 6 per cent, to 5} per¬ 
cent. The Central Land Mortgage Bank charged from the 
primary hanks 4\ percent, as against 5 per cent, formerly. 

This hank raises its funds mainly by issuing debentures 
which carry Government guarantee for principal and interest. 
’This guarantee now stands at Its. .’> 50 eroies. As a result of the 
Government guarantee the bank has obtained funds at faiily low 
rates of interest and the benefit thereof has been passed on to the 
agriculturists. The market for these debentures has been restric¬ 
ted to institutional imeslors and the bank should now create a 
wider market for them. It should, therefore, take steps to 
popularise them among the public. 

According to the Reserve Bank authorities, Government 
guarantee was necessary in the initial stages of the working of 
the laud mortgage banks; but it should not continue indefinitely. 
A stage must come when land mortgage banks should stand on 
their own legs and ivy to float debentures on their own credit. 
In 1946- 47 the Madias Central Laud Mortgage Bank floated 
debentures tit 2^ per cent, which is lower than the rate at which 
the pioviiu hi I < lovernmenL has raised its loans. The Receive 
Bank lias n cognised the debentures of this bank as cover for 
advances under section 17 (4) (a) of the Reserve Bank of India 
Ar*t. The Reserve Bank has also agreed to subscribe to a portion 
of the ium iSMif < t debentures floated by the land mortgage 
bank 
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In the of land mortgage banking, Bombay comes after 
Madras. The Provincial Land Mortgage Bank was organised in 
1935. The number of primary banks in tho Stale was 15 at the 
end of 1947 48. The Provincial Bank haw been raising funds 
for financing primary land mortgage banks by issuing debentures 
at 3 to 3| per cent. The debentures outstanding on 30th June, 
1948 amounted to Its. 30*50 lakhs. They are guaranteed by the 
Government both as regards principal and interest. Sinking 
funds have been constituted for redeeming debentures on 
maturity. 

In 1947-48 in India there were 5 central land mortgage 
banks. Their debenture issue stood at Bo. 427*90 lakhs and their 
working capital was ft-?. 524 24 lakhs. Thr\ attracted deposits 
amounting to Rs. 44*43 lakhs. The number of primary land 
mortgage banks in tbe same a ear in India ua> 200 with deposits 
of Rs. 1*70 lakhs They made fresh inhume-* to the extent of* 
ft h. 82*90 lakl^.* 

Multipurpose Co-operative Societies 

The multi-purpose co-opt rat i\ e soviet\ i one which doe* 
not coniine itself to one pm poise onlv ash'sheen I he casein India 
up to this time, Sue hit society eames on man; funetionH so 
that it may touch aJI aspects of the life* of tbe members. It not 
only meets the ereebt need-* ol* the members; but it performs 
other lunotiouH also, it induces its membei i to sell their produce 
co-operativeh and helps them to "row the impioved uiiictics of 
mops supplying them impioved seeds. It also supplies to the 
members scientitic manines, implements and other things re¬ 
quired for cultivation purposes, ll also keeps consumers' good*' 
like kerosene oil, salt, wheat, khadi doth and the like and it 
helps them in settling their disputes. It is not necessary that 
every society may undertake all these functions all at once. A 
society mnv perform as man;* of these functions as it possibly cun 
at one time and may gradually add more functions as its scope 

'bet Review of iht Co-opt ram «r Movement in Indirt, 1040-48, appendix V. 
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of activities develops. This is multi-purpose co-operation, 

The question of the scope of fun* lions of the village society 
has received a great deal ol attention recently. It has been widely 
realised now that co-operation emmot he helpful to the cultivator 
unless it makes a comprehensive effort at the all-sided improve¬ 
ment of his life. lie ‘-ilifers from many disabilities and it in, 
therefore, necessarv th il the society should deal simultaneously 
with all flu eh disabilities. Them only will it be possible to make 
real improvement in the economic life of the cultivator The 
position hitherto has been that the cultivator borrows money 
from the society when he is in need and thereafter there remains 
no contact lietween him and the society. In fact, when the 
question of the repayment of the loan instalments comes, he tries 
to avoid the society. But wl en lie will become a member of a 
multi-purpose society, tlieic will lie permanent contact between 
him and the society. In every aspect of his every day life, h° 
will come inlo touch with the society. The credit department 
of the society will pmv ide credit facilities to him. The sales 
department will help him in selling his produce co-operatively 
anl the consumers’ goods department will supply wholesome 
provisions at fair market prices. The better farming department 
will stock agricultural requisites and supply same to the culti¬ 
vator so that agriculture may improve. In this respect at every 
.step the cultivator’s life will be touched and tin* society will lead 
him along the path of k better farming, bettor business, and 

better living.’ The Res'w/e Bulk of India in its circulars and 
^bulletins ins laid emphasis cm the ext/unio t of the scope of the 

activities of co-opt rativo societies so that they may become iull- 
Hedged multi-purpose societies. 

The bye-laws of all agricultural credit societies have made 
provision for many objects; but in our country the societies so fir 
have been laying emphasis on the provision of credit. They ha\e 
been functioning moic or less as money-lending institutions. Hence 
the Reserve Bank recommended that the existing credit societies 
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should be converted into multi-purpose co-operative societies. 
They should exercise an influence on all the aspects of the life of 
the cultivator. They should educate the farmer in using his 
money for improving agriculture. The Madras Committee on 
Co-operation also laid emphasis on the organisation of multi¬ 
purpose societies. 

Opinion in favour of multi-purpose co-operation has been 
growing recently in various countries of the world. In Cormanv, 
Finland, New Zealand and Sweden emphasis was laid on multi- 
purpase co-operation in the depression peiiod. According to 
Professor Fay, ‘formerly, co-operators believed that the credit 
bank inasmuch aa it met the most pressing evil, must come first. 
Now the feeling is that village reconstruction must come first 
because it is the most feasible thing.* The thirteenth Conference 
of Registrars of Co-operative Societies in December, 11)39, passed 
a resolution that provinces should start multi purpose societies 
to find out the conditions under which surli societies can make 
progress. Other authorities also are laying emphasis on the 
starting of multi purpose societies. 

Arguments against the Multipurpose Societies 

The Royal Commission on Agriculture m India were in 
favour of the single purpose society. The multi purpose society 
has certain disadvantages, Tt^ operations are complex and its 
control would, therefore pass on into the hands of a few intel¬ 
ligent persons. Thus the true spirit of co-operation would suffer. 
The accounts of different activities would be kept together and 
the weakness of an activity might not come to light. The failure 
in one respect might lead to the winding up of the entire society 
and thus many useful activities might suffer. 

Advantages 

Multi-purpose societies have great advantages. This 
method is an approach to the rural problem in its real perspec- 

Yr*i Book of Agricultural Co-operation, 1918, page 241 
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five, for all aspects of the life of the cultivator are touched. 
The cultivator feels that the society is an agency for bringing 
an improvement in the surroundings in which he lives and for 
the progress of the agricultural industry. He would feel that 
his moral, mate ial an 1 actual improvement would depend upon 
the society. Thus it would he an agency for improving the 
entire environment in which the cultivator lives. The society 
would also link marketing witli credit as is being done in Madras 
and other States wherever multi purpose co operation is being 
started. The member would get loans from the credit depart¬ 
ment and market his produce through the marketing department, 
which would deduct the amount of the loan and hand over the 
balance to the cultivator. The society also improves tho 
standard of cultivation and the cultivator’s economic position is 
thereby improved. The society would also provide oppoiturn*ties 
for constant consultation between it and the members which will 
secure a true spit it of co-operation, and would promote the 
welfare of the people. The moral improvement of the eultivator 
would also lake place because litigation would be discouraged 
and the society may also become the centre of village uplift. 
The linking of pi edit with marketing anil the provision of agri~ 
Vultufal requisites at reasonable rates ho that farming may be 
improved would be a great material advantage to the cultivator 
which would considerably improve In's economic condition. The 
fact that the society grants loans for productive purposes will 
be a great advantage to the cultivator. The society would also 
improve sanitation and drainage. It will mean an improvement 
in the standard of living of the cultivator. Educational and 
cultural improvement would also take place. Thus the co* 
operative movement, particularly through the multi*purpose 
society, would secure moral, material, cultural and social 
improvement of the cultivator. 

Such a society can be started on the principle of limited 
liability. The members of such a society cannot be expected to 
take the great risk of unlimited liability, particularly when the 
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transaction# would amount to huge sums and when it will not be 
possible for all the members to have a very dose supervision 
over the activilies o! the various departments of a multi-purpose 
society. The mdimito l liability principle has kept away the 
bettcr-to-do agriculturists. In fact, unlimited liability is only a 
contributive liability which is enforced w hen the society is 
dissolved. Hence the majority of the Madras Committee on 
Co-operation favoured the principle of limited liiibiity. Tn any 
case nmlii-purpoRC societies can bo organised on the principle of 
limited liability. 

Operations of Multi-purpose Societies in India 

The organisation of inuIti-pu r pov j societies has made 
progress in States like Madras, Bombay and Uttar Pradesh. In 
15147-48 in India as a whole there were 1 S,ll>2 such societies. 
The mi in bur of their members was 5,77,3 Sd, their working 
capital was Ks. 2751.28 lakhs and the loans made by them 
during the year amounted to Rs. 107.21 kiMr* * 

We may now give an account of the operation of such 
societies in the diffi lent Slates in India. In Bombay, the Agri¬ 
cultural Credit Organisation Committee of 1947 suggested that 
only multi-purpose societies should be organised and that the 
existing village primary societies should be converted into 
multi-purpose societies, preferably on the same liability. Such 
societies should meet the normal cultivation needs of their 
members and supply credit for agricultural purposes. They 
should sene as agencies for supply and sale and th j Committee 
suggested that 50 per cent, of the villages and 30 per cent, of 
I he rural population should be brought within the ambit of such 
societies in 10 \ears. The Government have, however, fixed the 
target at 7 years. In 1947-18, the number of multi-purpose socie¬ 
ties in the Bombay Province was 055 with a membership of 
54, 142. Their sales of various requisites came to Rs 1‘40 crore* 
and the amount of I heir overdue* stood at IN. 3 45) lakhs; but 

\See Review ot the Co-opera live Movement jn India, 1945-4**, page 11. 
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the proportion of oxerdues to the total outstanding loans declined 
ia the year. 

In Madras all the existing rural .sooie ics are to he conver- 
ted into multi purpose societies within hvo years ami the Govern¬ 
ment want that r>0 per cent of the village* and :H> per cent of the 
rural population should be touched by such societies. The policy 
in that State is to develop multipurpose activities in rural credit 
frocieties. For this purpose, the Government sanc tioned a subsidy 
of Its. 1 *27 lakhs per year for 2 years, since the close of l!) IS. 
This amount was to be distributed to tlr* central banks to be 
spent on Mipen Lsory staff so 1 )ia 1 the existing credit societies 
might be converted into multi-purpose societies. 

The controlled credit scheme is also being introduced in 
this State, a icfereiicc to which i- made in the next chapter. 

I ttar Pradedi ha4 *h'>wn i rout pi ogress m multi-purpose 
co-operation. It was in Aptil IJM7 that the Dew clopment ('o- 
ordmntiou Plan was put into operation to moot tie* need* of the 
people through the co operative movcui *nl This plan is to he 
implemented through the multi pin pose societies to increase the 
production of food and elol 1 . lmportum eis therefore, to be 
given to aclh itics like hctLei tarn in*, dairying, spuming and 
weaving, organisation of cottage industries and distribution of 
consumers’ goods. Every head of the family in the village would 
be brought into the fold ol the movement. l« r > to 20 \ illages in a 
district around a seed stoic of the Agiicultur.il Department will he 
selected for the organisation of such a society in each village All 
the societies of each such block will have a development Union 
in course of time. In each District a District Development Asso¬ 
ciation has been formed to secure co ordination and to look after 
the development work. This association will consist of the 
leading non-officials and the Government officials ef the area and 
there ia the Provincial Development. Board to the Govern¬ 

ment. At the top there is the Development Council to plan 
the policy. 



21 C EVOLUTION OK INDIAN ECONOMY 

Til i/9 plan was put into operation in 1947 and in 1947 48 
909 blocks were ^elected for development. The total number of 
villages in them was over 14 thousand. Co-operative societies 
ot the old type uere existing in 4 thousand villages and new 
hocieties were orjanised in 19 thousand villages. 72 to 80 per 
cent, of the families in the villages were persuaded to join a 
society, The nerds ol such societies are given top priority ho 
that the> may receive impetus. In that year there were 15,894 
multi-purpose societies in this .State with a membership of 3 85 
lakhs and a working capital of Its. 167 mores. 

Multi-purpose societies exist in other parts of the country 
also, but information about them is not adequate, West Bengal 
had 90 societies in 1947-48, Bihar 211, Oiissa 15, East Punjab 
14, C. P, and Berar 053 and other St Ltcs ah^ had such societies. 
This type of co operative /ocieties should be develop'd to a great 
extent ho that they may touch all aspect* of the life of the people 
of the locality and the ideal of b ‘Her living, l>*tler farming and 
better business may he brought home to the people. 

Rotation of the State to Co-operation 

So far as the Stole in India has guided the movement 
through the Registrar of eo-op^rativo societies. He has not 
merely been tin resists i i : o fner, but he has b^e i tin guide, 
friend and philosopher of the movement. In co-operative 
circles it is felt that the State should give more financial 
assistance to the nnvemnt an l stricter control is nectary; but 
If. L. Kaji in bis Minute of Dissent to the It *pjrt of the 
Co-operative Planning ('mi nitLe 1 suggested that the movement 
shouitl be deolti u ili'&J. Tuat means that the control of the 
Government should In relaxed. The mijority of the mnnb'rs 
of the Co-o|K*iHtive Planning ('ommittee suggested tiiai the 
State was only to assist the movement and not to establish 
permanent control over it. As H. L. Kaji suggested, tlie 
KecNtrary should be instructs 1 to select cooperative societies 
under them whi-*h have been very successful and give them 
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great freedom to manage their own affairs. The Registrar 
should only have the power of audit and inspeotion to 
satisfy himself about, the societies’ efficiency. It is suggested 
that the Registrar should see that the facilities provided by the 
Government and the grants made to the society are properly 
utilised. Rut the control should not be deep and it should not 
be imposed as a permanent feature, The organisation of co¬ 
operative societies should not bo left to the Registrar and his 
staff. The non-official bodies existing in different provinces 
should look to their organisation so that local leadership and 
initiative may be utilised for the movement. Supervision 
should also be entrusted to the same non official agency. 
Periodic inspection may be entrusted to the Registrar for a 
certain period of time and audit should continue to remain his 
statutory duty. 
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AGRICULTURAL MARKETING IN INDIA 

Marketing means the sale of the produce at a remunerative 
price. More production of goods is nob enough. They must bo 
brought to the door of the consumer at a reasonable price. 
Hence marketing cover* a number of functions. India is a 
country of small and individual firms. The surplus of these 
farms which are small must be reflected and brought to the 
market* Hence several functions are connected with marketing, 
namely, assembling, storing, financing, standardising, selling and 
transporting. The piuduct* of the small farms should be collect¬ 
ed. Then they are held in warehouses and in the eouioe of their 
movement money is requited io finance them. The loss of 
price fluctuations is also to he guarded ug.ujwl and tin products 
are to he graded in order to be prepared for tin- nnukob. Then 
they are sold and tin imported to the plaeo ol the consumer. 

Some of these functions mnj be performed by the cultiva¬ 
tor himself lie inaj take his produce to the local market or 
this p loeess may be d< ue bv persons who have special knowledge 
about it. Even if the farmer does this function, it is distinct 
from cultivation whrh is his main hminess.The farmer does not 
get a fair market price for his produce. This means a great 
handicap to him and it hampers production. The economic 
condition of the cultivator depends not only upon production 
but upon the price which he receives for his produce. Mere 
production is not, therefore, enough. He must be plaeed in such 
a position that he muj get a fair price foi his produce. 

Tho cultivator suffers from several disadvantages in 
marketing his produce. He sells his produce at an unfavourable 
place, at an unfavourable time and usually he gets unfavourable 
terms, The cultivator sells a large part of his produce in his 
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own village. If he is in a position to sell his produce in the 
market, however, badly organised the character of the market 
may be* he obtain^ a much better price for it, even when ho 
sells it in his own village.* The cultivator sells his produce in 
the village to a large extent. In the U. P., 30 per cent, of tho 
wheat grown is sold in the village, whereas 80 per oent. of the 
paddy is sold in the village in Bihar, while the corresponding 
figures for Bengal and Madras are 72 and 89 per cent, respec¬ 
tively. In the case of cotton, the village sales come to 81 per 
cent, in Khandeali, 51 per cent, in Cential Gujrat and 80.5 per 
cent, in the Punjab.t 

The main reason for the high percentage of the produce 
sold in the village is the indebtedness of tho cultivator. Ho lias 
to boirow heavily for growing his crop and bo moitgages it in 
advance The recall is that the sale of the produce is a mere 
formality and it takes place in bis field when tho crop ia 
harvested. .Secondly, the unsatisfactory nature of communica¬ 
tions also accounts for the high percentage of village sales. With 
bad roads, transport costs tend to rise and cartage is heavy, 
which the cultivator cannot pay. In many cases the surplus 
available with tho cultivator for bale i-. too small to be trans¬ 
ported to the market. Further, lie does not Lake his piodueu to 
the market, because he is not miiversanl with the practices 
prevalent there and a large part c-. deducted fiom his produce. 

There are several d.sndv anlngus of selling the pioduru in 
the market. The bargaining power cf the cultivator as against 
the buyer who is his cieditor is almost nil. The cultivator has 
to accept the terms offered to him by the moneylender and they 
are very unfavourable to the grower. Many deductions and 
allowances are also made which reduce the not prices realised by 
tho cultivator. 

■ Report of the Royal Comm im ion on Agriculture, pagr 388. 

t Rural Marketing and Finance, National Planning Committee Scrim, 
page 42. 
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The cultivator suffers from several disabilities in selling his 
produce in markets. Firstly , scales and weights are mamjvular 
ted against him. There are no standardised weights and meaauies 
and there is no provision for regular inspection. Secondly , arbi¬ 
trary deductions are made for religious and charitable purposes 
and their burden falls on the cultivator. Thirdly , large quanti¬ 
ties are taken away from the produce of the cultivator as samples 
and the cultivator is not paid for them even when sale does not 
take place. In Khandosh, these deductions amounted to about & 
seers per cart load of cotton at the time the Agricultural Commis¬ 
sion reported. Fourthly , the agent who acta for the cultivator 
and the one who negotiates for tho purchaser make bargains 
secretly and the cultivator does not know what is taking place. 
The broker employed by the cultivator is likely to favour the 
purchaser with whom he comes into constant touch and this is 
particularly so when the same agent works for both parties. 
Finally, when disputes arise the cultivator cannot safeguard his 
interest. The cultivator brings a cartload of produce to the 
market and when his produce is to be weighed the purchaser 
points out that it is not up to the sample or that the cotton is 
damp. At this stage, the cultivator lias no alternative but to 
accept the terms. 

The All-India Marketing Reports indicate that these disabi¬ 
lities persist. The extent of the deductions made from his pro¬ 
duce is large. The marketing charges are not only large in 
variety, but they are not clearly defined and specified. 

The cultivators sell their produce within a very short time 
after the harvest when prices are depressed. The cultivator, 
therefore, sells his produce at an unfavourable time and fails to 
realize the best price. The return for hit * crop should increase if 
he could distribute the sale judiciously over time. The culti¬ 
vator sells the produce at the harvest time, because he needs cash 
to pay off the creditors and to meet rent and other charges. In* 
manv cases the> cultivator sells the produce when the prices ere 
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very low, but after some time he is compelled to buy at high 
prioes. There is another defect with agricultural produce in 
India as a result of which the cultivator is unable to get adequate 
prices. The produce is not properly prepared for the market. 
The good quality is mixed with bad quality and there is no pro¬ 
per grading and sampling of the produce. Hence Indian produce 
has acquired a bad name in foreign markcK 

Recent improvements 

Improvements have recently been made in marketing. 
Legislation has been passed in several parts of the country regar¬ 
ding weights and measures and standardisation of the produce. 
Reference may be made to the Bombay Cotton Markets Act of 
1927 in which rules arc framed for regulating sales and there is a 
marketing committee consisting of the representatives of the 
cotton growers also to administer the rules. Legislation has 
also been passed to chock adulteration and to secure better mar¬ 
keting in Madras, C .P. and other places. In IT. P. and Bihar 
legislation was passed in 1938 to regulate the price of sugar¬ 
cane. 

In responce to the recommendations ol the Royal Commis- 
k sion on agriculture in India and of the Indian Central Banking 
Enquiry Committee, marketing surveys weic done leading to the 
setting up of a marketing organisation. The Agricultural Mar¬ 
keting Advisory Committee was constituted in 1935, This mar¬ 
keting organisation has conducted marketing HUivcys and pub- 
iisbed reports which gi v * a great d^al of useful information about 
►the marketing of many commodities. The agricultural produce 
(Grading and Marketing) Act wa h paved in 1937 for defining 
standards of quality of the produce. I ndei Huh Act the, Agri¬ 
cultural Marketing Advisor is empowered to authorise pm oils 
to grade the produce. Many grading stations have been set up 
inthe case of many commodities for improving their marketing. 
Progress has also been made in fixing uniform contract terms 
A regarding the sale of wheat, linseed and groundnut. Modem 
methods of marketing are also being made known to cultivators 
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by organising; agricultural shows tad n vhibitjionsby the market 
injj staff. Information abou f pri i-> broadcast from the All 
India Radio Station. In inanv States lo dslation lias been passed 
to improve muWin^ fn«*inlies to regulate market charges and 
to ensure the maintenance of ytan lard weight 4 and measures. 

To help the cultivator to realise fair ina'ket price for his 
produce, it is nv»' sni <, Dial ho must be removed of the clutches 
of the village mon^yl muW n,ud the best possible reme )y for this 
is the establishment of eo-op»M’flt;/e societies to luff marketing 
and credit. The tiansport system should also be developed so 
that the incidence of marketing charges may ho reduced. There 
i\q a great ‘■cope for the improvement of village roads in the 
country to day. In fact, there arc no roads connecting the 
villages with one another and with the nearby Mar\dl* As a 
result of this state of affairs the incidence of marketing charges 
is very high. Efforts should be made to rlev clop the village roads 
bo that tiuoks and Ionics may he able to ply on them to transport 
the produce cheaply and quickly lrom the rural areas to the 
nearby Mandiff. In the M-indis the markets shoul ! bo organised 
and governed by standardised rules and iegulations. On the market 
commit tees the cultivators should he iepresented either through 
agricultural chambers cummeien or through co-oporitivo 
societies. SUndardivitmu of weights and measures should be 
done. Godown facilities should be developel where the produce 
may be stored piopuly. They will facilitate the issue of ware¬ 
house receipts on tho basis of which U may bo possible for the 
cultivators to gc ( credit facilities, Go-operative marketing 
should nl^o bn de\ eloped. Thin will strengthen the position of 
the cultivator and help him to obtain fair price for his produce. 

Advantages of Co-operative Marketing 

Co-operative marketing will have man^ advantages. 
The cultivator will be able to obtain adequate prices for his 
produce and marketing and productive operations will be con¬ 
nected with one another. Facilities will also be piovided for f 
improving the quality of agricultural produce. As the 
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Co-operative Planning Committee observes, “no influence is 
important in the economic education of farmers as their own 
efforts in co-operative marketing.” (V operation will help the 
farmers to solve their own problems and il will touch them that 
agricultino is primarily a form of business. It >\ill also teach 
them tlie interdependence of the problems oi marketing and 
pi oduction. 

Co-operative marketing made a gieat success in foreign 
countries. In Denmark, eo-opeiativo sale societies perform 
most of the nimkcting functions and the cooperative dairies 
icceive #1 per cenl. of the mill: delivered to dairies and in 
Norway SO to 90 per cenl. of the pvoduccrs of milk are members 
of the eo operative dairies. In Canada, co-operative marketing 
societies handle wheat, milk fruits, live stork and eggs and the 
number of co-operative dealings in wheal is the largest. 

What functions should be undeitaken by a co operative 
sociely will depend upon the economic possibilities of the under¬ 
taking* It may not he wise to curry on a certain activity in 
the beginning, blit when experience has been gained it will bo 
possible to undertake it. In the present stage ul lie* co-opera¬ 
tive organisation, the marketing societies should not undertake 
the risk of fluctuation in prices. The pieliminary report of the 
Reserve Bank of India advised cautun for tho marketing 
societies in icspect of the question of holding up the 
pToduce for a rising market. Hence without skill intimate 
knowledge of the facts regarding demand for the product*, 
^co-operative societies should not in dertnke the risk of 
holding up the produce. It is not luvea^aiy that a. society 
may take up the operations rogirding man;, farm products. As 
experience is gained and as organisation improves, the number 
of commodities to be handled can be increased. The co¬ 
operative societies can purchase the produce of the cultivator 
outright and pay him cash. They can also pay the farmer, the 
actual price for which his produce is sold, after deducting the 
cost of marketing. They can AI*o pay the fanner the not price 
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after the entire produce is sold, In the first oase, the risk will 
be too ranch to be borne by the •'Ocicly, 

An account mav now be Riven of the progress made in 
respect of co-operative marketing in the country. 

Bombay 

Co operative marketing has made steady progress in this 
Stale. A planned development of this type of activity is being 
followed, Crop finance is linked with marketing of agricultural 
produce. In the year 1947 48, llioro were 224 co-operative sale 
societies with a working capital oT about Rs. 154 lakhs and the 
value of agricultural produce sold came to Rs. 784 lakhs. These 
societies were also utilised by the supply department of the 
Government to work as th^ir agents in distributing the con¬ 
trolled and rationed commodities. Some of them have been 
helpful in procuring foodgrains. There are also separate types 
of sale societies dealing in one particular commodity only. Of 
them the cotton sale societies deserve special mention. They 
help the cultivators in popularising improved varieties of cotton 
and in arranging for the sale of their produce. In some places 
those societies undertook purification operations in addition to 
ginning and pressing The Government have assisted the 
marketing societies in many ways. Some of them wore pro¬ 
vided with trained officers to manage them free of cost. Loans 
and subsidies are also given to many co-operative societies for 
constructing godmvns. In 1948-49 about Rs. 30,000 were given 
for this purpose. 25 pr»r cent, of the cost of the godowns is 
given by the Government as subsidies and according to the> 
provisions of the Bombay Agricultural Produce Markets Act of 
1939, one-third of the members of the marketing committees of 
the regulated markets are to be the representatives of co-opera¬ 
tive marketing organisations. There is the Bombay Provincial 
Co-operative Marketing Society as the apex marketing organisa¬ 
tion in the State. It sells many commodities and it also func¬ 
tions as the wholesale distributor of the rationed commodities > 
in Bombay city. The Bombay Warehouse Act of 1947 was intro- 
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duced to provide adequate warehousing facilities. Under this 
Act, licensed warehouses are set up to provide adequate ware 
housing facilities and co-operative societies oan function as 
licensed warehousemen. 

In Madras, there were 192 sales societies at the end of 
1947-48. In addition, there were 5 marketing Federations and 
a Provincial Marketing Society. The sale societies marketed 
produce worth Iis„ 152.85 lakhs, Some of these societies made 
f utright purchase of the produce of their members. Some oi 
these societies put up godowns also with tho financial a->>istanoe 
provided by the Government in the form of loans repayable in 
30 years. The On\ mirtiont also gives subsidies, A Warehouse 
Act is also under contemplation. 

Mention may be made of the working of the controlled 
credit scheme. Undei tins scheme, a rural credit society gives 
loans for growing certain crop"*. The condition of the loan is 
that the produce should be scut for sale to the sale society to 
which the rural credit Horioty is affiliated. The crops are 
brought to Ih * al' society Ibr dispo,il and the loans are 
deduct*' 1 bv the sib* society from Lac Nile proceeds. Mirkoting 
ipanchayut d ir > Imv » been appoiutcl by tin rural mirketing 
credit snd'ty to see that Lho produce h ttausportod to the sale 
society fr > n vilhgiM whom loans h ive b »m given under this 
scheme. The^e piin'diayutdars are remunerated by tho credit 
' sale societies. In 19 17 4S, 47 sd*» societies worked this scheme 
through 57Srur.il credit societies. Tlic lo ms disbursed under 
yie scheme came to Us. 0.80 lakhs in the year and the value of 
the produce brought to the marketing societies for sale was 
Rs. 4.15 lakhs. Five m irkcbmg Fo Orations were organised as 
co-ordinating agencies for collecting th * pro luce and for selling 
it on a large scale. There are also su/arcane growers’ societies. 
Tho Madras Provincial Co operative Marketing Society is a 
central oaganisation which co-ordinates the activities of the sale 
^societies. At the end of 1947-48 it had a paid up capital of 
Rs. 50,120. 
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In Uttar Pradesh, co-operative marketing has made subs¬ 
tantial progress in the case of sugarcane, cereals, oil&eeds and 
ghee. This work is done by primary societies and marketing 
unions. In 1947-48, the number of central societies was 825 with 
a paid-up capital of over Us. 34 laklis, and their sales in the 
year oame to about Rs. 25 crores. The number of primary socie¬ 
ties in the year was 1,879 and the number of their members 
was 3,68,198. The sales made by them came to about Rs. 12 
lakhs. 

Sugarcane marketing has made a great progress in the 
State. The marketing unions introduce better methods of culti¬ 
vation, popularise improved varieties of cane, ensure proper price 
and correct weighment to the members and regulate supplies. 
There is one union for each sugar factory in the State. In some 
parts of the State, the cane growers are direct members of the 
unions. In a number of places there are primary societies of 
cultivators affiliated to the Unions. In 1947-48, the unions sup¬ 
plied about 17 lakh maunds of improved cane and in addition they 
supplied cakes, fertilizers and implements to the members. 
The oo-operatives supplied about 87 per cent, of the total quan¬ 
tity of the cane crushed by the factory. The marketing unions 
undertook social welfare work also as improvement of village 
roads and upkeep of village sanitation. 

The ghee societies purchase ghee from the members on a 
contract Bystem. There are over 1900 such societies. Every 
person who owns a she buffalo can become a member on payment 
of one rupee. The society enters into a contract with him for a 
fixed quntity of ghee and the contract money is paid in one lump 
sum. The ghee societies are affiliated to the sale union. The busi¬ 
ness of the sale unions is to arrange for the collection and sale of 
ghee of the members of the societies. The ghee received in the 
union is weighed, tested and filled in tins and it is sold on a cash 
basis to the merchants in the mandies. In 1947-48, these unions 
handled about 6 thousand maunds of ghee valued at about' 
Us. 12 lakhB. 
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At the top of the 00 -operative marketing structure in the 
State is the Provincial Development and Marketing Federation. 
It was set up in 1943 to co-ordinate and improve the activities 
of the marketing societies and to undertake the distribution of 
controlled articles like sugar, cloth, etc. From 1943 to 1948 its 
business amounted to over Rs. 0 crores. At present, the Fede¬ 
ration distributes controlled cloth. There is a plan to expand 
its activities to inter-Provincial exchange of goods produced by 
co-operatives for their members. 

Co-operative marketing has made progress in other States 
also, but substantial progress has been made in Bombay, Madras 
and Uttar Pradesh. To improve marketing, it is necessary that 
warehousing legislation Bhould be pas-ied. The establishment 
. of lioenced warehouses would remove a great defect in the marke¬ 
ting organisation of the country. It would also open the field 
for financial accommodation from the Reserve Bank under sec¬ 
tion 17 (4) (d) of the Reserve Bank of India Act. Bombay, C.P. 
and Berar have passed Warehouse Acts, but it appears that no 
society has set up lioenced warehouses. The development of 
co-operative marketing is necessary to improve the marketing of 
agricultural produce in the country. 



CHAPTER XVri 

STATE AND INDI\N A3RICULTURE 


In the early part of the British rule ofTurts were not madi 
by the < ku'crnment to improve either agriculture 01 industry. 
J he East In lia Company was mainly intero-del i.i trade an 1 
the object jv ' of early British polioy aft**r l-SIS was the con-olid* 
ation of lhe administrative system wither than economr* 
improvement-. Whatever steps wore taken were uhierly founded 
on the desire to secure a more ntaulo nUinmislrative system 
Hence major economic issues hke lauvl tenure’, and land revenue 
assessments were allowed to continue on the foisting basis and 
very small changes, which were inevitable, were made. Econo¬ 
mic life in India in the eighteenth an I the early nineteenth centur¬ 
ies was static and a kind of equilibnum was in existence. Indian 
agriculture was carried on aoordiug to eiutomaiy methods 
based on the experience of 1 ho pa^t. The -Undanl of livitu 
was not high, but it was not unsatisfactory or >o uncertain as to 
lead to moral decay. The old village economy, based on the 
idea of self suiheienev, was a groat as^ *t. Indian handicrafts 
wore famous m foreign oountrios and there was a sort of equili¬ 
brium betwe’ii industrial structure and agricultural economy. 
This self sufficiency was destroyed with the advent of modern 
industrialism. Thu economic) condition of the masses arrested 
the attention of th * U >\ wnment after a series of famines in this 
nineteenth oenUiry. The idea of improving agiioulture by 
croitmg a special Hove/ mueut department came after the Orissa 
iVnmo of l8Ht>; but the proposal was considered premature. The 
idea materialised in l as a result of the recommendations of 
tie* Famine Unnmhsion of 1- V S0 and also aH a result of the 
charts of the cotton interests in England v\!ti k o wanted measures 
to be undertaken in India for producing better varieties ul* “ 
col ton for Laficadiir? mills. Tlu* Famine Commission of 188U 
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suggested improvements in agriculture, in irrigation and in the 
means of communication. The Commission also recommended 
that industries should he developed to give employment to the 
surplus population on the land. The Commission proposed that 
in all provinces departments of agriculture should bo sot up, that 
loans should bo distribute 1 to farmers by Government on the 
security of land and that special Courts should be appointed to 
examine rural debts to reduce them adequately. The Govern¬ 
ment of India did not take immediate action on those proposals. 

Agricultural departments were established in different pro- 
v ince> to take up agricultural enquiry, famine rebel and land 
improvement, but they could not achieve much, because U 103 ’ 
*e'e gi\eu v*ork of keeping lanl records and supervising land 
legistiatiofi. which did not properly belong to them. Th^y 
were also financially handicapped. I)r. Voelcker, consulting 
Chemist to tlm Royal Agricultural Society came to India in 18S') 

• o advise the Government of India on how to apply the teach¬ 
ings of agricuh uial chemistry t) agriculture and to make 
improvements in it. According to him, Indian agriculture was 
not so backward as was often thought, but it was ill-equipped 
and ho laid emphasis on agricultural education. I 11 1892 an 
agricultural chemist to the Government of India was appointed, 
In 1901 an Inspector General of Agriculture was appointed to 
advise the Imperial and Provincial Government; but the po<st 
nns abolished in 1912 when the duties attached to it were 
mitrubted to the Director of Agrieulfuril R'-seaich Institute, 
Pusa. This officer was also the Agricultural advisor to the 
Government of India up to 1929. The Pusa institute was set up 
in J903 along with a college for advanced training. In 1905, 
the Departments of Agriculture were reorganised and they were 
entrusted with larger funds for agricultural improvements. The# 
Pusa Agricultural College was started in 1908 and subsequently 
similar colleges were established at Kanpur, Nagpur, Lyallpur 
and Coimbatore. In 1905, an All India Board of Agriculture was 
set up to co ordinate the activities of the provin dal departments. 
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Meanwhile in 1904 the Co-operative Societies Act was 
passed to improve oredit facilities for agriculturists. The 
Imperial and Provincial Departments were expanded and a 
desire was apparent on the part of the Government to bring 
about agricultural improvements. Various provincial Govern¬ 
ments also made efforts to promote agricultural research; but 
the problem was so great that they could not do much for w ant 
of an adequate organisation and trained staff. Subsequently, the 
Indian Agricultural Service was constituted in 1906 and there 
was a rapid expansion of irrigation in the next 16 years. Before 
that a famine relief organisation was evolved and Takavi grants 
were provided for under the Acts of 1883 and 1884. 

In 1919 under the Montford Reforms agriculture became a 
provincial transferred subject and the Central ministry of agri¬ 
culture now deals only with problems of all-India importance. 
It maintains various institution connected with agriculture. The 
advisory functions of the Agricultural Advisor to the Govern¬ 
ment of India have been transferred to the members of the 
Imperial Council of Agricultural Research which was set up in 
1929 according to the recommendations of the Royal Commission 
on Agriculture. As a result of the recommendations of the 
Commission, separate Directors have been appointed for the 
Imperial Institute of the Agricultural Research, Delhi and the 
Imperial Institute of Veterinary Research, Muktesar. The post 
of the Agricultural Advisor to the Government of India was 
abolished in 1929. In 1934 the post of Agricultural Marketing 
Advisor to the Government of India was created. 

The appointment of the Royal Commission in 1926 was an 
event of great importance. The Commission reported in 1928. 
Its terms of reference were wide. It was to examine and report 
on the existing conditions of agriculture and rural economy in 
British India and to reoommend measures for the promotion of 
the welfare and prosperity of the rural population and for the 
improvement of agriculture, Tt was to investigate the measures 
that were being undertaken for promoting agricultural improve* 
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iwnts. It was also to review the existing methods of transport 
and marketing and of agricultural credit and finance. These terms 
indicate that the problems of land revenue and land tenures were 
excluded from the scope and review of the Commission and this 
defect detracted from the value of this oomprohensh e report. As 
already pointed out above, the Commission recommended the 
creation of the Imperial Council of Agricultural Research to pro* 
mote, guide and co-ordinate agricultural research in India and 
to link it up with that in foreign countries. This body was to 
serve as a clearing house for information in respect of research 
and in respect of agricultural and veterinary matters also. Tlio 
Commission laid emphasis on the urgency of improving the out¬ 
look of the cultivator liim&elf so that ho may not become merely 
an efficient producer but also a better man. The responsibility 
for taking the steps to bring about thiB improvement was thrown 
on the Government by the Commission. The Commission recom¬ 
mended that the rural problem should be tackled on all points 
at the same time and that, 'the responsibility for framing policy 
and for combining the activities of two or more departments in 
order to give effect to their policy, must remain with Govern* 
.ment and Government alone.” It was emphasised at the -same 
time that lasting success could be secured by enlisting the sym¬ 
pathy and support of the general public. 

The Provincial Departments of Agriculture carry on experi¬ 
ment and research on agricultural farms and in laboratories and 
they also carry on propaganda to adopt improved methods of 
fcultivation and manures and to distribute improved varieties of 
seedB. They also carry on demonstration. The Agricultural 
Departments have done useful work in respect of many crops. 
They carry on work on crop research and investigation on 
fundamental problems of agricultural chemistry and other 
branches of agricultural science. The progress has, however, 
b^en slow because of red tapism. This is also due to the inade¬ 
quacy of the capital at the command of the agriculturists and 
also because irrigation facilities are insufficient, and the people 
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are ignorant and conservative. In 1939-40 the not expenditure 
on the Central and the Provincial Departments of Agriculture 
was about Rs.3 crorea, as against the total expenditure of Rs. 214 
crores. It means that a very smvll percentage of the revenues 
of the Government of the country is spent on *ricultural 
improvements. 

The St ite is helping agriculture in other respects aUo. It 
has introduced reforms in land tenures by granting protection to 
tenants by special legislation. Il has tried to confer the benefit 
of the three F’s on the cultivators. It has also introduced 
improvements in the system of assessment and oJleoLiun of the 
land revenue. It has helped in the construction of the irrigation 
works by raising capital and it has also granted talcavi loans to 
help the agriculturists to make permanent improvements in agri¬ 
culture. It ha^ also helped agriculture by levyi ig eeport duties 
on food-stufifc, raw materials and manures and it give protection 
to agriculture, under the Wheat Import Duty Act of 1931. It 
has also been regulating the price of sugar-enne to secure 
adequate yield for the cultivator. In resp »ct of credit and 
marketing facilities, the St ite has piaved an irnpurtant part 
by establishing oc>-oper.di\* societies and by setting up a market 
ing organi .ition aid h pissing the Regulation of Marketing 
Acts, The State also inns agricultural colleges and gives grants 
to them. They train the personnel of the Agricultuial Depart 
merits and provide teaching m modem methods of agriculture. 
They are also centres fm scientific research in agriculture. In 
addition, there arc \ociUional middle .schools which providt; 
courses of n practical character in agriculture. In these schools 
education is given in the local Indian language. What is neces¬ 
sary is that education should receive a rural bias. The schools 
should be so reorganised as to meet the needs of the rural com¬ 
munity. The University Education Commission has reoommentf 
ed the setting up of rural universities in India in order to 
improve tho system of education so that it may fit into the 
surroundings and environments of the country side. 
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Village uplift is an important aspect to which 
• attention should be paid in connection with agricultural 
improvements. Agriculture cannot be fundamentally 
improved unless the cultivator is actuated by the desire to 
achieve a better standard of living and unless there is 
an improvement in his mental capacity and physical 
fiealth so that he may take advantage of the opportunities which 
- science, wise laws and good administration provide for him. The 
most important factor is the outlook of the peasant himself. 
There must be a deliberate and concerted effoit to improve the 
rural surroundings uud the initiative for this can come from the 
Government. The departments of the Government which come 
into contact with the rural population should carry on a vigo¬ 
rous drive for improving the surroundings of the rural popula¬ 
tion. This also requires the support of the general public. For 
tliis purpose, enlightened leadership is necessary. This can be 
done by infusing ideas of village improvements into numerous 
village officials Another method is the system of the village guide 
introduced in the Gurgaon District by F. L. Brayne. This 
scheme ia baaed on the idea that cultivators should have one 
reliable individual in place of many agencies to give guidance to 
them. It is, therefore, through the village guide that the advice 
of expert should reach the cultivators in the villages, fins 

experience of village guides did not prove very successful. Jim 
reason was that the whole programme was forced on the village, 
but details had not beeu carefully worked out. The village 
guides Wvre not oareiully selected and they/ were inadequately 
trained and improperly supervised. Hence they failed to com¬ 
mand influence with the villagers. Moreover, account was not 
taken of the great diversity of the local conditions. The Gurgaon 
experiment teaches certain lessons. J3efore introducing changes 
It must be ascertained that they are useful and practicable. 

effect village improvement, a permanent organisation is 
necessary so tliat there must be a continuous policy and this 
^antoot be secured through individual efforts. Reform, should be 
persuasive rather than ooersive. 
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The tendency towards rural reconstruction received 
great encouragement in 1035-36 when the Government of India 
placed a grant of Re. 1 crore for distribution to the provinces to 
be spent on improving economic conditions of agriculture in the 
rural areas. The object of rural reconstruction ia to improve 
village communications, sanitation, medical aid, agriculture and 
village industries. Centres for rural reconstruction have been 
organised in selected places and much useful work is being done 
by non*official organisations also. In the United Provinces, 
co operation and rural development have bjen combined and in 
each district there is a district co operative officer to carry on 
the work. 

Agriculture and the Depression 

The clcpiChMon of the thirties of this century affected 
agriculture very ad wisely. The tall in the agricultuial prices 
was much greater than in the prices of the industrial commo¬ 
dities. Agriculture is loss organised than othoi industries. The 
greater fall in the prices of agricultural commodities meant a 
great strain on agriculturists. The wholesale price index of all 
commodities fell from 143 in September 1929 to 88 in December 
1931. The gross mone> income of the cultivator declined by 
about 50 per cent, in 1933-34 as compared to that in 1929-30. 
The value of principal oiops in British India declined from 
He* 1,021 orores in 1928 29 bo Rs.4,74 crores in 1933-34, indicating 
a fall of nearly 54 per cent. The eo^fcs did not fall proportion 1 
ately and interest charges and land revenue could not be brought 
down to the same extent. The Government of India took 
rations steps to meet the situation. It may, however, lie point 
ed out that the steps taken were not systematic. Protection 
was extended to wheat by levying a protective duty on wheat 
and wheat flour. The imperial preference policy was followed 
to improve export trade; but the Government persisted in main¬ 
taining the rupee ratio at the existing level to balance their 
budget ami did not leave the rupee free to find its own leve’ 
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The high rupee ratio led to large exports of did ness gold, The 
Government did not give subsidies to me producers as nas done 
in many other countries. Up to 1937, steps were not taken to 
scale down debts and to reduce rates of interest. In the depres¬ 
sion period, particularly after 1036, important changes were 
made in land tenure and debt legislation to improve the condi¬ 
tion of the cultivators. Under land tenure legislation, rents 
were reduced considerably, ejectments wore made more stringent, 
interest on rent arrears was limited to 0} per cent, and moie 
rights were oonfenod on cultivators. Under debt legislation 
the rates of interests were regulated and the moneyleader was 
compelled to render periodical accounts to the cultivators ami 
debt conciliation machinery was also act up to reduce debts. 

Since 1935 the Reserve Hank of India through its Agricul¬ 
tural Ciedit Department has been c arrying on research work bear¬ 
ing on agricultural credit. It has emphasised that I he problem is 
not merely of extending credit facilities by creeling new credit 
institutions or by expanding the old ones; but the* main problem 
is to make the cultivator creditworthy and to convert agriculture 
from a deficit to a surplus economy basis. Unless steps «irc taken 
to realize this ideal, fundamental agricultural improvements can¬ 
not be made. 

The Effects of War on Indian Agiiculture 

The war affected the Indian agriculture in a number of 
ways. In the beginning, prices rose, but then they fell in !9I<» 
when continental export markets were lost to India. Hence the 
Meek-Gregory Mission was sent to America to see if the 
American markets could serve as a good substitute for the loss 
of the continental markets; but it recommended that India could 
not depend upon the American markets. After 1942, prices rose 
rapidly and a first rate food crisis was created in the country, 
The prices of agricultural commodities rose from 100 (being the 
base in August 1939) to the following level : - 
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Year 

Agricultural 

commodities. 

1939-40 

127*5 

1940-41 

108-6 

1941-42 

124*2 

1942-43 

166*5 

1043-44 

26fi*7 

1944-45 

265*4 

1945-46 

272 6 

1946-47 

313-8 

1947-48 

356*9 


The Government mot the situation by price control which 
led to hoarding ami profiteering. The agriculturist have not 
reaped the full benefit of the rise in the prices. A considerable 
part of the gain has been reaped by the middie man. The cost 
of cultivation also has gone up and unless analysis of the cost of 
cultivation is made, it will be risky to say how the cultivator 
actually has been affected by the war-time rise in prices. The 
substantial landowners arid cultivators have gained considerably, 
but the agricultural labourers and the small cultivators have 
not probably been benefited The policy of the Government 
bus not been very clear cut. In the war period, and even in the 
post war period, there his been a rise in inflationary conditions. 
The Government has been carrying on the grow-more-food cam¬ 
paign and subsidies have been given for distributing seed. Food 
imports have also been made which have meant a large ex- 
pendituie of our external resources. The Government also 
introduced controls and a number of Price Control Conferences 
were held and they made their recommendations. The Bengal 
Famine Commission laid a responsibility on the Government for 
feeding the population of the country in tames of emergency. 
This responsibility has recently been reiterated by our Prime 
Minister who has pointed out that thh scarcity must be shared 
by the deficit and surplus provinces alike. Indian agriculture 
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demands a new policy and concerted action on the part of the 
Government and other bodies. The problem is one of immediate 
importance also; but it has to be tackled ou a long term basis. 

In the war and post, war periods, the Government have 
carried on the grow-more-food campaign. In various States, 
irrigation facilities have been increased. The Uttar Pradesh 
State, for instance, has a five-year plan of irrigation aiming at 
increasing the irrigated area in the State by 1.06 million acres 
in five years. In various States, inlerest-free takavi loans are 
being granted lor land improvements, and manure, improved 
seeds and implements are being provided to the agriculturists. 
In Bihar, the Agricultural Department undertakes (he woik of 
multiplication of pure need in the lands of farmers who agree 
to sell the seeds back to the Department on specified rates. The 
seeds are then distributed by the Department to the agricul¬ 
turists thrt ugh the co-operative department. A rebate of 20 
per cent, on the cost of seed is allowed. Under the Credit 
Agricole Scheme creditworthy cultivators are to get advances 
for improved seeds and manures and loans for purchasing agri¬ 
cultural implements, irrespective of whether they are members 
of co-operative societies or not. Cottage industries are being 
developed bv imparting practical training to young men in 
teaching institutions, by demonstration in the use of improved 
appliances and by helping them in the sale of products of 
cottage industries. 

In the various States, the Government are following a 
more or less identical policy by passing laws controlling raoney- 
lending. Debts have been scaled down. Grow-more-food 
schemes are being followed by giving free grants, loans and sub¬ 
sidies for this purpose. Improved seeds, manures and fertilizers 
are being distributed on a subsidised basis. How far these 
measures have benefited the cultivators is difficult to say, 
because adequate information is not available on the point. * 
These measures, however, prove the anxiety of Government to 

* Sec the Chapter on Grow—in ore-Food Campaign below. 
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remove the evils from which Agriculture has long been suffering 
The debt relief legislation of recent years has driven the honest 
creditors out of the field, leaving the unscrupulous ones behind. 
Agriculturists are facing difficulties in getting the necessary finance 
on fair teuns. * The grow-more-food schemes have not achieved 
satisfactory results in the past Ivu'ise of the shortage of 
machinery and essential materials. The agriculturists have not 
responded with sufficient enthusiasm and sincerity to the appeals 
of Government or to the inducements offered in this connection. 
There is also a shortage of trained staff for implementing the 
schemes for which tho oo operative agency m isb l>9 utilised. In 
order to assist planned development of irrigation, the Govern¬ 
ment of India have set up a Central Waterways Irrigation and 
Navigation Commission as a Central Organisation to advise the 
State Governments in regard lo the problems connected with 
irrigation throughout the eountiy. 

Agriculture is the premier industry of the country and under 
the British rule there was a wrong approach on the part of the 
State to the economic problems of the country. No co-ordinated 
efforts wen mile to pub this premier industry of the country on 
a sound footing. As a result of it, the country became deficient 
in the production of food grams. It is, therefore, necessary that 
co-ordinated efforts must be undertaken to put the industry on 
a sound footing and a long-term agricultural policy should be 
evolved by the Government so that the existing defects may be 
removed. The eo operation of the people should also be secured 
and as emphasised by the Reserve Bank of India in its bulletins 
and Reports, the cultivator must be made to realise that 
agriculture should be carried on on a surplus economy basis. 


See SuCr Aid id Agi icuUurjtt# m India, page 52. 



CHAPTER XVIII 
GROW-UORF-FOOD CAMPAIGN IN INDIA 

For the last several years, the Central aud the State 
Governments have been spending large sums of money on the 
grow-more-food campaign every year; but the results have not 

boon encouraging. Jn 194!) -50 and 1990-.91, the Central Govern- 

« 

raent sanctioned Its. 13.32 crores and Rs. 31.76 crores respectively 
for the campaign. Since 1943, similar sums have been spent; 
but despite a rise in acreage under food crops, the food production 
in the country has actually shown a small decline on a com¬ 
parison of the best year's output. The position about the lotal 
acreage, production and average yield per acre of food crops is 
depicted in the following table 

( In 000,000’s ) 



Acreage 

Production 

Yield 


(Acres) 

( Tons ) (lbs. per acre) 

Average 1936-37 to 

1938-39 1588 

409 

577 

1942-43 

164-0 

44-0 

603 

1943-44 

1660 

450 

612 

1944-45 

1830 

46-0 

564 

1948-49 

189-6 

440 

523 

1949-50 

195-6 

45 9 

525 

The table indicates that the acreage under food 

crops has 


increased; but production has shown a small decline as compared 
t with the best year’s output. It can be attributed to a decline 
in vields. 

f 

Investigations have been made into the results of the grow- 
more-fbod campaign by the Division of Rural Economies of the 
Reserve Bank of India and the Agricultural Economic Section of 
the University School of Economics and Sociology, Bombay. The 
survey was confined to some parts of the Bombay State, broadly 
representing the different regions with varying economic and 
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agricultural conditions in the State. A peraual ol' the report of 
the survey indicates the following facts. 

Land Utilisation —The cultivated area has not shown any 
significant increase by extending cultivation to culturable waste 
and forest areas. The occupied area has more or less remained 
constant. In spite of this, the gross cropped area showed a 
minor upward trend in the taluqaw for which comparative statis¬ 
tics were available. Nowhere did the increase exceed 5 per cent, 
over the pre-war acreage in the years under review from 1937*38 
to J948-49. There has not been any appreciable reduction in 
current fallows which offer immediate scope for expansion of 
food production. On the other hand, m some parts there has 
been an increase in current fallows during tne last three years. 
The extent of double cropped area has increased; but a sizeable 
increase in the area under food crops has not taken place, be¬ 
cause the double cropped area formed a very small portion of 
the gross cropped area. 

Pattern of Crop Distribution—In some areas, the area 
under food crops increased substantially due to diversion of area 
from Cotton. This was due to the passage of the Growth of 
Food Crops Act. This restricted the acreage under cotton and 
tobacco. The area under oil seeds, particularly under ground¬ 
nuts, increased. It was mainly brought about by diversion of 
the area under cotton. 

Production—Estimates of the production of some import¬ 
ant food crops revealed a declining trend despite a rise in acreage 
during the last three or four years. The average yields per acre, 
of major cereals have shown a downward trend. 

The Government followed a policy of partial controls in 
respect of agricultural prices. The prices of foodgrains and cotton 
were controlled; but those of oilseeds and tobacco were left to 
be determined by the law of supply and demand. Hence the 
prices of uncontrolled commodities rose considerably. Owing to 
an increase in the margin of profit ip their case, the area under 
Iheir production increased at the expense of cotton. The diver* 
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eion did not take place in favour of food crops. 

The investigations into the working of grow-more food 
campaign in the Bombay State in these areas revealed that the 
achievements did not appear to be commeuaurate with the ex¬ 
penditure incurred. There are several reasons for it. 

Firstly, the resources available with the Government were 
limited relatively to the magnitude of the task involved, and 
their distribution and utilisation were not organised to obtain 
optimum returns. The area was large and the distribution ot 
the limited resources could not be done with reference to pro¬ 
ductive potentialities of the various units. Within each region 
the resources at the disposal of the Government were supplied 
to the cultivators on the principle ol ‘first come, first served’. 
This policy led to the distribution of the limited resources too 
thinly to be of adeqate help over the State. 

Secondly, the supervisory staff was limited in number and 
effective supervision could not bo exercised in utilising the 
resources for increasing food production. It was Found that 
the resources were diverted in part for the production of non¬ 
food crops or to the black market or utilise] For noil-agricultural 
„or unproductive purposes. 

Thirdly , there were no means to ensure the use of r^souiees 
for the purposes for which they were intended or to assess 
reasonably accurately the consequential increase in production. 
Thus the Government was not in a position to procure the pros¬ 
cribed quantity of food out of the increased prod iclion from the 
cultivators who received help from it. 

Fourthly , perhaps the campaign wa^ often directed with 
more attention to publicity and glamour than to solid results. 
The existing resources were not propoily harnessed for increasing 
food production, which would have bon more economical, and 
instead, attempts were made at creating now resources ho that 
an impressive record of Government aid might be shown.* 
For instance, loans in many cases were given for construsting 

• See Commerce, DjfrH Match 3, 1951, page 388. 
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new wells, when the repairs of the existing ones would hare 
reived the purpose more usefully. 

Fifthly, lack of planning and defects in administrative 
arrangements were also responsible for poor achievements. Tin 
various schemes were not property integrated. Each scheme 
was executed by a different department more or leas indepen¬ 
dently and without an adequate degree of co-ordination. 

Sixthly, inadequacy of credit facilities also hampered the 
progress of some schemes fo” expanding food production. As 
a remit of the enactment of the Bombay Moneylenders’ Act, 
adequate finance has not l>een available to the cultivators on 
reasonable terras. Professional moneylenders have withdrawn 
from the field, and the co-operative movement has not been able 
to fill Hie gap created thereby. State aid through takavi loans 
is hound to be limited. 

There was inadequacy of draught cattle with the cultiva¬ 
tors. They could not purchase sturdy cattle owing to high prices 
and secured bullocks on hire on high charges, which took away 
a large slice of their income. The cultivators were also handi 
capped owing to lack of proper supplies of iron and steel and 
other farm requisites. They were not available at controlled 
prices at proper time. They had to be purchased at high prices, 
which raised the cost of production substantially. 

Apart from these difficulties, vagaries of rainfall, soil 
erosion, small holdings, inadequate transport facilities, rise in 
agricultural wages, etc., are other handicaps which stand in the 
way of increased production. 

The following suggestions have been made to mako the cam¬ 
paign yield better results : — 

Firstly , the campaign should be directed in areas of ade¬ 
quate rainfall or where irrigation facilities are available. In sueh 
areas, there is better scope for the successor activities. Concen¬ 
tration of efforts would enable the preparation of welblaid-out 
plans with proper integration of different schemes based on a . 
htudy of geographical, social and econoraio conditions of the 
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tracts and it would also enable better co-ordination l>etv\ eon the 
various departments concerned. In compact areas, the use of 
trained personnel in larger numbers would make technical assis¬ 
tance readily available to the cultivators and thus effective 
supervision would be rendered possihlc in using the available 
facilities. Crop cutting experiments would also be done on scien¬ 
tific lines. In the selected areas, each village may be treated as 
a unit* It should prepare a plan for increasing food production 
to utilise the resources and government aid to the best possible 
extent. 

Secondly , resources should be given on credit to Hie tenants 
and small holders and repayment should be taken from them in 
kind as part of the procurement operation. 

Thirdhj y a comprehensive programme of agricultural reform 
and reconstruction should be carried out to augment food pro¬ 
duction. Cultivation should be extended through land reclama¬ 
tion. Irrigation works should be constructed, soil erosion should 
be prevented, scientific cultivation should lie extended, and 
seeds and manures should be properly distributed. Consolidation 
of holdings should be doms and mral credit organisation should 
be improved. 

Efforts at increasing food production may mean an incieawe 
in food production at the expense of the production of non food 
materials. Some moa^uie of di\vision from non-food to food 
crops may be justifiable in view of the greater essentiality of the 
latter; but it may mean a shift from more to less profitable pro¬ 
duction. This shift may be encouraged cither by increasing the 
profitability of food production through subsidies, higher prices, 
etc., or by loweiing the profitability of competitive uses ot the 
land and productive resources which may be released for addi¬ 
tional food production. The latter objeclii e can be secured by 
extending price controls to non-food crops like oil-seeds, tobacco, 
etc. To attain self sufficiency in the production of food crops, 
jute and cotton simultaneously, the achievement of a rational agri¬ 
cultural policy is required. In following the schemes of eneoura- 
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glng food production, reliance should be placed on the better 
utilisation of human and material resources with a view to in¬ 
creasing agricultural production, which will increase food produc¬ 
tion also. Much emphasis should not be laid on the diversion of 
productive resource-* from non- food to food crops through price 
controls and financial incentive™. 

How far the conclusions and findings of the investigation 
carried on in the Bombay State are applicable to other States is 
not possible to buy. Similar surveys should bo undertaken in 
other parts of the country also to assess the effects of the grow- 
more-food campaign and to find nut how human and material 
resources are being utilised to secure increased efficiency of agri¬ 
cultural production. This survey is useful to indicate how work 
is being done in the State and what improvements are necessary 
to seoure the optimum results. Conditions, of course, differ 
from State to State; but the policy and methods are similar and 
similar investigations are necessary to take stock of the situation 
so that efforts may be made to secure the optimum result 
by a rational use of the human and material resources of the 
country. 



CHAPTER XIX 
IRRIGATION IN INDIA 

Irrigation m''ans the supply of water artificially l»y canals, 
tanks and wells to help the agriculturist to raise agricultural 
produce for meeting the needs of the people. In India irrigation 
is necessary for several reasons. Many parts of the country have 
a very small amount of rainfall and it is not possible to carry 
on cultivation there without the help of irrigation. In many 
places, rainfall is not adequately distributed as ill parts of the 
Deccan, Crops like sugar-cane and rice cannot be raised without 
irrigation except in those areas where rainfall is heavy. The 
population of the country is increasing and crops have to be 
raised to support this growing population with the help of irriga¬ 
tion. India is an agricultural country where about 70°,, of the 
people obtain their livelihood from agriculturre and about four- 
fifths of the cultivated area does not yet possess sufficiency of 
irrigation facilities which must be augmented in order to give 
security to crops. 

In India about 50 million a cres arc irrigated annually and 
this is the largest area irrigated in any country of the world. 
The Indian Republic has a gross nrca of 781 million acres of 
which statistics are available only for 530 million acres of land. 
Only 370 million acres are culturable and of this area 236 million 
acres or 04% is actually under cultivation. The irrigated area 
* comes to about 50 million acres which is 21% of the cultivated 
area and 13% of the total culturable area. ^With the help of 
irrigation facilities the per acre yield can be increased to 2 or 3 
times the yield of irrigated land, j A proportion of the land at 
present lying waste can also be brought under cultivation if 
irrigation facilities are provided.^ Thus irrigation has many 
advantages. The yield of crops can increase. Agrioulture can be 
stabilized in precarious areas and protection against famines can 
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be provided. The State can also gain in revenue and the internal 
and foreign trade uf the country can increase. These advantages 
have been secured in those areas where irrigation facilities have 
been provided. Tn the Punjab Canal Colonies and in Sind irriga¬ 
tion has produced great economic stability. Rich crops of long 
staple cotton and wheat are now grown in these colonies. The 
villages of the Punjab Canal Colonies were systematically planned 
and the colonies were selected from the peasant class in the over¬ 
populated areas in the Punjab. Grants were made to these 
people to carry on improved methods of cultivation. Arid wastes 
of land were brought under cultivation. In the Punjab Canal 
Colonies, a period of prosperity was btouuht about. These areas 
have now’ gone over to West Pakistan. 

Irrigation works may be divided into wells, tanks and 
canals. In India about 25% of the irrigated area gets water 
from wells and there are about 2$ million wells in the country 
providing facilities to about 15J million acres of land, and a 
capita) sum of about Rs. 100 (Tores is invested in them. This 
form of irrigation is more efficient than canal irrigation; but it 
requires manuring to grow crops. There is great scope for the 
sinking of more wells in the country. The area under well irri- „ 
gation has increased recently, the increase being of the order of 
175 million acres after 1928. The Irrigation Commission of 1901 
laid a great emphasis on irrigation from wells. According to it, 
this form of irrigation could be largely extended in other provin¬ 
ces with advantage. The Famine Inquiry Commission recommen¬ 
ded that the state should encourage the de\elopmeut of private 
wells in other ways. Firstly, there was the need for future re¬ 
search in the case of sub-soil water supplies. Further investigations 
are necessary in those areas where information is incomplete, 
Secondly, a special staff should be kept by Government to 
advise the villagers in regard to the sinking of w r el!s. This staff 
should teach the villagers to construct wells and should render 
technical advice and assistance. Members of the staff should not„* v 
wait to be consulted by the landholder, but they should get into 
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touch with the villager in the village and discuss with him pro¬ 
blems arising out of his water supply. They should advise him 
in regard to the construction of wells and tell him how he should 
proceed to get financial help from the Government. Thirdly , more 
efficient means for lifting water should be employed to encourage 
well irrigation. An intensive study of methods of lifting water 
should be carried out by the Government so that they may be 
applied in areas where the water level is deep. Fourthly, Govern¬ 
ment should give loans and grants to extend well irrigation. 
This was also recommended by the Irrigation Commission which 
suggested liberal advances to lie made under Land Improvement 
Loans Act, 1883. This method is now being adopted by the 
State Governments in respect of the Orow-More-Food Campaign. 
The Famine Inquiry Commission suggested an alternative proce¬ 
dure under which advances would be made by land mortgage 
banks, but the land mortgage banks in the country are small 
in number. Under the grow more food campaign grants-in-aid 
are being given to people irrespective of their financial resources. 
The reeommendaUon of the Famine Inquiry Commission was 
that as funds for granls in-aid are not unlimited, the grants 
should be made to person'* of limited means and the rate of inte¬ 
rest charged on loans should bo kept as low as possible. The 
loans should not be a source of profit to the state.* 

State Governments are helping the cultivators to construct 
wells by granting thorn financial accommodation. The Bombay 
Government have u plan in view for constructing 50,000 new 
U&lls at the rate of 10,000 wells per year. A subsidy of Rs. 500 
or 25° 0 of the actual cost of constructing a well, whichever less, 
is to be given to each cultivator who applies for subsidy. The 
balance is given astakavi loan at 3|% interest per annum. In 
Madras, loans and subsidies are given to the ryots for sinking 
weHs and for land reclamation purposes. In Uttar Pradesh, in 
addition to the existing 1650 lube-wells, the Government has 
auctioned the construction of 600 more tubewells under the 
* See pages 136 and 137 of the Report. 
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Grow-More-Food scheme. The needy farmers get takavi loans 
for constructing wells. Similar steps are being taken in every 
State to improve irrigation works,* 

Another type of irrigation works are tanks which have 
been an important feature of agricultural economy in the country 
from very early times. In Madras, their number is about 35,000 
and they irrigate about 3 million acres of land. The Famine 
Inquiry Commission recommended that their suggestions about 
wells should also apply in large measure to tanks. Technical staff 
should be engaged to advise and assist landholder in improving 
and constructing tanks and tukavi loans and grants-in-aid should 
be made available for constructing and improving tanks. 

In connection with irrigation works, reference should be 
inode to the problem of waterlogging in irrigated areas and to 
that requiring repair of private irrigation works. In many 
places waterlogging takes place. This is a serious problem in 
the irrigated areas of the Punjab. Water pet- collected and 
there is concentration of salts in the upper layers of the soil. 
Tubewell pumping coupled with adequate surface drainage of 
storm water is the moHt promising method for this purpose* 
With regard to the problem of restoring private irrigation works 
to a state of repair, State Governments are following methods 
of theii own. In Bengal, for instance, an Act was passed in 
1939 called the Bengal Tanks Improvements Act under which 
Government could tako over and ini move tanks under disrepair. 
In Madras, an Act was passed in 1943 under which the Govern¬ 
ment is authorised to repair or improve any existing irrigation 
works in private ownership or to construct a new irrigation work 
on land which is not tho property of Government. For instance, 
the cost of improvement is borne by the Government, but it is 
lat or recovered from the owner. Under the Grow-More-Foo(J 
Campaign steps aro being taken in various states to repair 
these works. ^ 

* See- Suite Aid to Agriculiui sts in India. 
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Canals are the most important form of irrigation at the 
present time and the Government is specially committed to 
encourage them. Some of them depond for water supply on 
rivers which flow throughout the year, while others are provided 
with artificial storage. The first type of canah ure subdivided 
into two classes, the inundation and the perennial canals. In 
the case of the inundation canals, water is obtained from the 
river without any barrage. These canals get water only \ihen 
it reaches a certain level in the river. The canals in the Punjab 
and Sind belong to this category. They are available for irriga- 
tion in the months from June to September, but steps are being 
taken to maintain the water level in these canals at a high level 
to provide irrigation throughout the year. This is done l>y 
constructing a barrage across the river. Perennial canals are 
constructed by putting some barrage across the river. Its 
water is then diverted by a canal for irrigation purposes. The 
canal system in Uttar Pradesh mostly belongs to this category. 
Storage works are utilised to store the water in the monsoon 
months by constructing a dam across a valley. From this 
reservoir canals are drawn to distribute water to the neighbour¬ 
ing areas. Works of tins type exist mostly in the Deccan. 

Classification of Government Irrigation Works—Up to 11)21, 
irrigation works financed by Government were classified with 
reference to the source from which they were financed. This 
classification was into productive, protective and minor works. 
Productive works were expected to yield revenue to cover their 
interest charges on the capital investment in ten years. In 
1938-39, the capital investment in such works was estimated 
at Rs. 114 crores and they gave a return of 7.61% to the 
Government. Protective works were those which secured pro¬ 
tection against famines in precarious areas. They were financed 
from grants annually earmarked for famine relief. In 1938-39, 
the area irrigated by them came to about 3 million acres and 
a capital outlay of about Rs. 39 orores was invested in them. 
Minor works were those which did not fall in the above cate- 
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gories. They were all financed from current revenues. Of these 
three types of in igation works only productive works could be 
financed by raising loans. This classification was changed in 
1921, All irrigation works for which capital accounts are kept 
are now divided into productive and non-productive works. 
They can be financed from loans, 

The area under irrigation has increased considerably in 
recent years* In 1921-22, the area irrigated in British India 
from Government works was 2,56,31,000 acres. It increased to 
3,34,38,000 acres in 1941-42. There was thus un increase of 
7.8 million acres under irrigation iu this period. The area irri¬ 
gated from works belonging to private persons also increased 
considerably during this period of time. In J941-42, the total 
capital outlay on works was Rs. 103 orores as against Rs. 42 
erores in 1900-01. The net rev enue was about Rs. 11 erores. 
giving a return of over 10%. 

Tube*wells and River Pumping Projects—Tn Uttar 
Pradesh, the Ganges Valley Tube Well Irrigation scheme marked 
a new development in Indian irrigation. In 1945, there were 
about 7,000 tube wells uuder that scheme, irrigating about 700 
thousand acres in areas of average rainfall. Under this scheme, 
water is given to the cultivator on a volumetric basis so that he 
could co-ordinate his requirements for water with rainfall. 
Certain conditions are considered necessary for miking tube-well 
irrigation successful. Firstly, there must be adequate flow of 
water in the sub-soil to meet the surface demands. Secondly, 
the demand for irrigation must come from a wide area and for 
not less than 3,000 hours annually. Cheap Electric power must* 
b© available so that water may be pumped to the surface. 

In Uttar Pradesh, experience of river pumping has shown 
that the water can be lifted by canals from deep set rivers on 
to the high ground commanding tower areas. The conditions 
are that the lift should not exoeed 50 feet, power should be 
cheaply available and the cost of the works should not be 
heavy. 
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Under the grid scheme ia the U. P., electricity is being 
used for drawing water from tube wells, for supplying light for 
domestic and industrial purposes and for developing industries 
in rurai areas and also for towns, With the help of cheap 
electric power rural and cottage industries can get a great fillip 
and small machinery may be put up to produce goods and to 
provide employment to people. In the rural areas pressure on 
the cattle of the cultivators may he considerably reduced if cane 
crushers can be run with the help of electricity. 

The Famine Enquiry Commission made the fol¬ 
lowing recommendations for the extension of irrigation facilities 
in the country in order to increase the food supply. 

1. Among the measures for increasing the area under culti¬ 
vation and the yield of crops, irrigation must be assigned the 
first place. 

2. Government should undertake the construction of all 
classes of irrigation works like canals, multi purpose reservoirs, 
tube-wells and river pumping plants as rapidly os possible. 

3. The financial soundness of irrigation work should 
depend not only on the expectation of direct revenue, but the 

rfact that it increases the production of wealth anl thereby brings 
revenues to Government should also be taken into consideration. 
Irrigation improves bho living standards of the people and there¬ 
fore the loan charges of schemes should be met out of general 
revenues. 

4. The state should encourage the development of private 
•irrigation works by giving information regarding sub-soil water 
supplies and by making a special staff available which may 
advise and assist the villager in the sinking iff wells The state 
shoall xUo grant takavi advances anl should introduce 
efficient means of lifting water. 

o. Legislation should be passed for ensuring the proper 
maintenance of private irrigation works so that the area under 
cultivation may increase. 
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Slate and Irrigation— Irrigation works of the pre-British 
period were neglected in the period of early British rule* The 
policy of the Government changed in the middle of the nine¬ 
teenth century when old works began to be repaired. Capita] 
was raised through private guaranteed companies, but subse¬ 
quently the State itself began to raise funds for constructing 
productive irrigation works. It was under this polioy that 
improved irrigation work> in the Punjab and Uttar Pradesh 
were constructed. In course of time, the Government realised 
that in famine 1 areas pioduetive irrigation works should bo 
constructed and after the famine of 1877-78, it was decided to 
set apart annually a sum of 1 erore as the Famine Relief 
aud Insurance* fund. Productive works began to be constructed 
uy utilising money from this grant. These works did not pay, 
because of their heavy cost an ! bruise the demand for water 
from the cultivators was irregulir. The Government, therefore, 
paid attention to productive works. The Irrigation Commissi m 
of 1901 held that irrigation should bo encouraged to increase the 
food supply of the country. For famino areas the Commission 
recommended the construction of productive works as a result 
of which a large expenditure on famine relief would not be 
necessary. In respond to the recommend it ion of that Gornmis' 
sion a large number of new works were constructed and the area 
irrigated by them increased by about 70 per cent. Under the 
Montford Reforms of 1919, irrigation becarn* a Provincial trans¬ 
ferred subject and the Provincial Governments got financial powers 
to develop irrigation. The sanction of higher authorities was 
required only in the case of those works whose cost exceeded* 
Rs. o0 lakhs and loan funds did not remain restricted only to 
productive works. 

The Royal Commission on Agriculture suggested the 
appointment of enquiry officers to investigate the natural re¬ 
sources for the protection of the laud from famines They also 
recommended the sotting up of irrigation societies. There was a 
remarkable growth of irrigation after 1922 and several works 
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coating over Rfl. 50 orores were completed thereafter. The 
Sutlej Valley Works of the Punjab, Sukkur Barrage in Sind, 
the Cauvery Reservoir and Mettur Project in Madras and a 
number of other schemes were constructed. In Uttar Pradesh, 
the Sarda Itivor Scheme was completed in 1928 to irrigate more 
than a million acres. In almost every province several irriga¬ 
tion schemes are under investigation. 

The Agricultural Commission recommended that there 
should be closer relation between the Agricultural and Irrigation 
Departments. It also suggested the creation of local advisory 
committees to deal with complaints about irrigation matters and 
a Central bureau of information was also suggested to be set up 
at Delhi The bureau of information was set up in May 1931 to 
servo as a clearing house of information to provincial officers 
and to co-ordinate research in irrigation in the oountry. In 
1945, the Central Waterways, Irrigation and Navigation Com¬ 
mission was set up. This is an organisation whose functions 
arc 1o examine the potentialities of Indian rivers for multi¬ 
purpose development. It prepares projects and schemes for 
training engineers in special branches It also advises the 
Central Government on questions of priority between projects of 
navigation, irrigation, and flood control and it 1m* a technical 
and administrative staff for this purpose. 

In the nineteenth century there was a great controversy 
on irrigation versus railways. By 1902 the Government had 
invested only about Rs. 38 crores in irrigation*^ against Rs, 370 
crorcs on railways. The contrast was brought to surface partly 
because railways were a losing concern up to 1899 and partly 
because there were severe iamines in the last quarter of the 
nineteenth century. It was pointed out that protective irriga¬ 
tion works were not given adequate attention and railway 
construction was encouraged because of the influence of manu¬ 
factures in England. It was also suggested that railways led 
to the decline of indigenous industries. When railways became 
a paying concern and when the irrigation policy of the Govern- 
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went became liberal, the controversy died out. It may, however, 
be stated that irrigation and railways are complementary to 
each other. The supply of food can be increased by irrigation 
but its distribution can be facilitated by railways. It is, there¬ 
fore, necessary that attention should be paid to both. There is 
great scope for the development of irrigation as pointed out 
above, and it is now realised that agriculture can be improved 
by giving the top place to irrigation. 

At present there are many river piojects under construc¬ 
tion. During the last several years a great activity has been 
noticed in the case of new irrigation and hydro-electric projects. 
Some of these schemes are purely for irrigation purposes, some 
are purely for the growth of hydro-electric power and some 
others are multi-purpose projects. In different parts of the 
country, there are about 135suoh schemes costing about 
Ra. 590 crores. Twelve of these schemes are major projects 
each of which is to cost more than Rs. 10 crores and their total 
cost is about Rs. 439 crores. All these schemes will take about 
ten years to complete. By 1960 about three million tons of 
additional foodgrains will be produced as a result of these 
schemes and within a few years more the additional food pro - 
duction will be 4.3 million tons. 11 

There are several multi-purpose projects to which atten¬ 
tion may now be giveu. The first multi-purpose river scheme 
was started in 1933 in the U. 8. A. called the Tennesse Valley 
Authority. The river Tennessee is a tributory of the river 
Ohio which us^d to be flooded and caused a great loss of wealth 
and property. Its waters were harnessed by setting up a statu- J 
tory Corporation and utilised for irrigation, afforestation and for 
producing electricity, Such multi-purpose river projeots are being 
undertaken in India also. Four such schemes are under aotual 
construction in the country, namely, the Damodar Valley Corpo¬ 
ration in Bihar and West Bengal, the Hirakud Dam project in 

* See India’s Irrigation Development, The Hindustan Times Engineering a 

Supplement, January 6,1951. 
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Orissa, the Timgbh&dra project in Madras and the Bhakra Dam 
Project in East Punjab, 

The Damodar Valley Corporation was set up in 1948. It 
is an autonomous public corporation whose capital outlay will 
be Rs. 55 crore s. The Damodar river causes a heavy loss of 
wealth and property when in floods. The Corporation will take 
measures like water control, soil erosion controi, scientific crop¬ 
ping, etc. The railway system will also be electrified, releasing 
a large amount of coal for the im taliuigical industry. A large 
number of chemical industries will grow and it will have great 
industrial potentialities also. Floods will be eliminated and an 
abundant quantity of water supply will be ensured for producing 
electricity. As a result, many key industries will develop. 

The multi-purpose river projects will open a new era of 
agricultural improvement in the country. They will not only 
increase the growth of food production in the country; but they 
will also lead to flood control and to the production of electri¬ 
city which will facilitate the growth of industries. Itegionalisa- 
tion of industries which is one of the greatest needs of the 
country will also be facilitated as a result of such schemes. 

Today India has a deficit of food production even though 
she is pre-eminently an agricultural country. At present, a 
shortage of about six million tons of foodgrains has been esti¬ 
mated by the Government largely as a result of natural 
calamities which befell the country recently. Failure of lains is 
one such calamity and irrigation is a safeguard against it. Ex¬ 
cessive rains and floods also cause havoc to agricultural crops and 
multi-purpose river projects ire a safeguard against these dis¬ 
advantages. Adequate attention should be paid to the extension 
of irrigation facilities and to flood control measures. The main 
difficulty at the present time is lack of finance, particularly 
when inflationary conditions are prevalent. Loans should be 
raised for expanding irrigation facilities and the State Govern¬ 
ments should do whatever they can in this connection so that 
food production in the country may increase and it may also 
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be possible to increase the supplies of essential raw materials 
like cotton and jute in the country for which we are depending 
to a great extent on Pakistan. 



CHAPTER XX 

RURAL AND COTTAGE INDUSTRIES IN INDIA 

The terra cottage industry is umleintood differently by 

different people. According to llie Report of the U.P. industrial 

Finance Committee, 1038, ‘a cottago industry is one which is 

curried on by the artisan in or at his own homo, either on Ins 

own account or under the direction of a Karkhanadar.' Usually, 

these industries are carried on by the artisans in thoir own 

homes with the help of the members of their families. When 

they are earned on under the direction of a Karkhanadar, hired 

labour is used; but even then a largo number of persons is not 

employed by the same Karkhanadar. They may be run with the 

help of electrioity also. From the point of view of hired labour, 

the industry may be termed a cottage industry, if not more than 

ten persons are employed in a concern. Cottage industries may 

be rural or urban. The former aro called ‘village and domestic 

industries’ by the Indian Central Banking Enquiry Committee.* 
* 

They provide subsidiary occupations to the agriculturists in their 
spare time. The provincial hanking committees have mentioned 
among such industries handloom weaving, silk, gold and silver 
thread, brass-ware, bell-mctal, lidi and choroot-making, mat- 
making, gur-makiug, rice hulling, extraction of oil in the village 
oil press, dairy farming and the work of the village artisans gene- 
Vally, A large number of cottage industries is also carried on in 
urban centres. 

Their Importance in Indian Economy.— Cottage industries 
should ocoupy an important position in Indian economy. Hero 
the people are poor and their standard of living is low. The 
nature of agricultural holdings prevents people from being profi¬ 
tably employed in agriculture throughout the year. According 
to the Royal Commission on Agriculture, “A prominent feature 

* Report of the Go n ruttcc, page 239, 
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of Indian agriculture is the amount of spare time which it leaves 
to the cultivator This varies very greatly according to the local 
conditions, but it may bo assumed as a broad generalisation that 
by far the greater number of cultivators have at least from two 
to four months of absolute leisure in the year. The methods of 
bringing within the cultivator's reach industrial opportunities to 
fill up his spare time must vary with local circumstances. As 
agriculture in the greater pirt of India cannot offer employment 
for the whole of the yeai, the problem is to suggest lines of work 
which can suitably be undertaken by the cultivator or hk family 
in their spare time and without detriment to the cultivation of 
their land.” The Indian Central Banking Enquiry Committee 
agree with this view and they hold ‘that by far the greater num¬ 
ber of agriculturists in India have the time at their disposal to 
pursue profitably one or other of the small village and domestic 
industries with a view to add to the income from agriculture.* 
According to Dr. Mukcrji, the peasant in lurthern India, leaving 
out the intensively cultivated area.s, does not get employment for 
more than 200 days in the year. In areas of inadequate irriga 
tion facilities, he remains without work for a longer period of 
time. Further, a holder’s family cannnb be fully employed even 
in the busy season when his holding is very small. According to 
Keatingo, the cultivator gets w-ork for about six months In the 
Bombay Doocan. Thus the problem in Tndia is to find occupa¬ 
tions which can be carried on by the cultivator in his spare time. 
The National Planning Committee observe that a vast mass of 
people in rural areas are unable to get enough requisites of mate¬ 
rial well-being and one of the important and indispensable means 
of providing suitable employment to people in the villages is to 
revive the old and to introduce new cottage industries. 

In Gormany and other countries, rural and cottage indus¬ 
tries provide employment to a large mass of the people of those 
countries In Germany, they employ about two-fifths of the 
population. Many industries were created by State-aided action, 
for example, watch-making in Saxony and the making of pencils 
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in Bavaria. Tima new industries were introduced on a large scale 
in those areas where such introduction was most advantageous. A 
system of farming combined with industry, which gives regular 
employment throughout the year, enables the agricultural coun¬ 
tries of Europe to maintain a density of 200 to 300 persons to 
the square mile. The need for rural industries as subsidiary 
oc> npation to agriculture is greater in our country where in some 
parts, the density varies from 500 to 900, and where agriculture 
cannot normally employ the population for more than seven 
months in the year. 

The main question that has to be faced by those engage! 
in the promo!ion of village and domestic industries is about the 
chances of success of the rural industries and whether they can 
really stand in competition with the organised mill industries of 
the country and abroad. A .special committee was appointed by 
the Madras Government to report on the prospects of the liarul- 
lotmi industry, whose report shows that in some varieties of tex¬ 
tiles, the cost of production on hand looms is less than that on 
power looms.* The following passage on page 57 of Clow’s ‘The 
State and Industry’ deserves reference in this connection. 

< "‘While acknowledgment must be made of the stimulus 

given to the industry by the political movement in favour of 
hand-woven cloth, it appears to bo the case that, at present at 
any rate, the hand loom weaver can more than hold his own 
against the mills in simple economic competition. 0 

There are many factors which sustain them in the face of 

* £hc competition of organised industries. Firstly, the increasing 
use of electricity is giving an advantage to decentralised and 
cottage industries in respect of external ind internal economies. 
Secondly, in every society, a number of article*, such as artistic 
products and luxury goods, are constantly in demand which do 
not lend themselves to standardised production. Thirdly , 
new industries in an experimental stage aTe tirst tried on a small 
scale and only when their success is certain, they are organised 

* Quoted in the Central Banking Enquiry Committee Report, page 240. 
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on a large scale* This is so in other countries and in India. 

At the present time in our country, emphasis has to be 
laid on the growth and organisation of cottage industries, for the 
growth of large scale industries cannot take plaoe for a long time 
to come owing to a number of factors to meet the demand of the 
people. Firstly, wo do not produce machinery and tool making 
plant, which are indispensable for large-scale production. We 
import them from England and America. In those countries, the 
price level is rising .and they cannot provide us with these things 
as they arc producing goods for mditary purposes. Further, we 
do not have adequate foreign exchange to purchase capital goods 
for large-scale industries to meet our requirements. Finally, 
with a rise in the demand of the people, there is groat scope 
for the growth of large and small-scale and cottage industries to 
be carried on side by side. For instmee, the total annual pro¬ 
duction of cotton piece goods in India by hand loom and mills 
combined is 480 croro yards, of which hand loom production 
accounts for 150 crore yards. According to the estimates of the 
Bombay Planning Committee, 30 yards per capita consumption 
per year is the minimum target. The population of the Indian 
Union being 35 croros, the total noeds of the country, without 
allowing for exports will be 1050 crore yards of goods. Hence 
there is vast scope for the expansion of mill production and hand 
loom production. 

The expansion and revival of cottage industries will be 
very advantageous from the point of view of our country. They 
will lead to the introduction of balanced economy in the country 
and will give subsidiary employment lo a large number of the* 
people of the country. Thus surplus population will be diverted 
from agriculture to productive and gainful occupations. Em¬ 
ployment will be provided to wjmen and children also according 
to capacity in their own places with numerous moral and 
material benefits. Increased employment will be provided to 
people in rural areas, which will increase their purchasing power 
and lead to an expansion of their consumption standards. 
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The immediate solution for the poverty of the villages lie* 
in the development and reconstruction of rural and cottage 
industries which will provide an extra income to the agricul¬ 
turists. They will also help to provide employment to the 
educated persons and will lead to the economic development of* 
the country. Properly developed, they wilt remove congestion 
and overcrowding in industrial areas. 

A brief account of their orginmtion raav given to see 
how they can bo improved. 

The Cotton Hand Loom Industry:—The cotton hand loom 
industry has been carried on in India from times immemorial. 
Till the industrial revolution, the indigenous h in l-weaving in¬ 
dustry prod i f *od a wide range of varieties of fabrics for home 
requirements and export to countries in Asia and Europe, and the 
Indian handloom products enjoyed a world-wide reputation. In 
the eighteenth century, the East India Company had a lucrative 
trade in the Indian hand woven goods. In 1816, hand woven 
goods worth over Rs. I‘65 crores were exported from India, and 
till the beginning of the nineteenth century hand-spinning and 
hand-weaving were carried on very widely in all parts of the 
country. 

The advent of the industrial revolution in England turned 
the tide against the indigenous industry of India. The opening 
of the Suez Canal and the construction of the railways in India faci¬ 
litated the imports of cheap factory made goods from England 
with the result that the indigenous spinning and weaving indus¬ 
tries of India rapidly declined. After tlie middle of the nine¬ 
teenth century, the competition of the cotton mill industry in 
India practically completed the ruin of the hand spinning indus¬ 
try. But hand weaving survived by adapting itself to the chang¬ 
ing circumstances. It began to use the mill-spun yam and 
tended to concentrate in places whore economies of localisation 
could be secured. Even then at the close of the nineteenth 
century, the hand-loom industry did not occupy an insignificant 
place in Indian economy, and its relative position in the cloth 
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economy of India was stabilised. In 1901-02, there were over 
2 million looms in the country, giving employment to about 10 
to 12 million people, including their dependents. This industry 
consumed over 220 million lbs. of mill yarn, whereas the mill 
industry consum d only about 90 million lbs., having 10,000 
power looms. The production of the liand-loom industry was 
about 850 million yards as against the mill production of about 
500 million yards and the imports of nearly 2,000 million yards 
of foreign cloth. The industry began to confine itself to a res¬ 
tricted variety of fabrics and it began to depend on the mill- 
made yarn. This brought about a change i>j the status of the 
weaver, who began to depend upon the middleman and the 
money-lender. 

In the present century, the industry had to pass Llirough 
many difficulties; but hand-loom production continued to in¬ 
crease. The following table gives the quinquennial average out- 


put of the hand-loom and the mill sections of the industry .—* 
In millions of yards 

Annual Average 

Mill 

Hand loom 

of the period. 

production 

production. 

1900-01 to 1904-05 

5380 

828*2 

1905-06 to 1909-10 

798 0 

1,019-6 

1910-11 to 1914-15 

1,148-2 

1,001*8 

1915-16 to 1919-20 

1,566-0 

745-0 

1920-21 to 1924-25 

1,726-6 

9560 

1925-26 to 1929-30 

2,163-4 

1,114-2 

1930-31 to 1934-35 

2,848-2 

1,325*2 

1935-36 to 1939-40 

3,567-6 

. 1,471*8 

1940-41 to 1044-45 

4,069-0 

1,869 0 

1945-46 to 1946-47 

4,493-0 

1,820*0 

1947-48 to 1948-49 

4,235-5 
(Indian Union Only) 

1,806*0 

In the beginning of the present century, 

the growth of the 


mill industry helped the expansion of the hand-loom industry 

* Commerce Annual, December, 1950, page 1213. 
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by providing cheap yarn; but the frequency of famines during 
1895-1905 neutralized the wholesome effect upon the prosperity 
of the weaver. The hand loom industry was favoured by the 
following factors: — 

The free import of foreign yarn; the levy of a 3$ per cent. 
ad valorem duty on imports nf r-loMi and fcho Indian cloth excise 
since 1896, which had a protective effect; the Swadeshi Move¬ 
ment; the help of the Provincial G jvornmrmts; and the general 
prosperity of the rural population The industry suffeiod in the 
first few years of World War T du* to the shortage of yarn and 
the difficulty of securing dyes and gold thread from abroad. 
The mill consumption of yarn increased; but its supply to the 
hand-loom u is reduced. Though the rise in prices benefited 
some sections of the hand-loom industry: but the effect of the 
War was depressing because of inadequate yarn supplies. 

Handdoom production began to improve in the twenties 
because of the increase in the supply of yarn and also because 
of the Provincial Departments of Industries, which began to 
assist the hand loom industry in several ways. But the changes 
in the clothing habits of the people, the competition of mills 
* which began to produce new fabrics and the competition from 
Japan adversely affected the prosperity of the handdoom 
industry, though the industry made efforts to improve its pro¬ 
ductive efficiency. 

The fiscal policy of the Government adversely affected 
this industry. In 1922, a duty of 5 per cent, was imposed on 
’imported yam, which in 1927 was converted into an alternative 
protective duty of as. 1 \ per lb. on 5 per cent, ad valorem. It 
was increased to as. 1* per lb. on 6^ per cent, ad valorem in 
1931. The removal of the excise duty on Indian mill-made 
cloth in 1926 also worked to the disadvantage of handdoom 
production. 

In the depression of the thirties the industry was hit 
hard. There was a great fall in the purchasing power of the 
people and competition from the mills and from Japan hit the 
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industry hard. Between 1931 and 40, the output of the 
industry was increased by 25 per cent, over the average of 
1920-30; but the economic conditions of the weaver were 
worsened. Unemployment increased and earnings fell. 

The Government of India gave an annual grant of Rs. 5 
lakhs for a period of five years to assist the industry, and the 
co-operative organisation also proved helpful with the result 
that the industiy was able to expand its annual output to 1,500 
million yards by 1938-39, but the condition of the weaver could 
not improve owing to mill competition. The InliMries Con¬ 
ference of 1938-39 recommended the appointment of a commit¬ 
tee to consider the question of helping the growth of the hand- 
loom industry. 

World War Hand after 

With the outbreak of the War in 1939, the imports of 
yarn declined and the supply position of yarn for the industry 
became worse. In 1941, the Government of lulia appointed the 
Fact-Finding Committee. Meanwhile, the entry of Japan into 
the War worsened the situation in respect of yarn. The Gov¬ 
ernment imposed controls on tho production, prices, movement 
and distribution of cloth. A Textile Commissioner was appointed 
with a Textile Control Board to advise him. The Hand-loom 
Sub-committee of the Textile Control Board regulated the 
supply of yarn to the hand-loom industry through co operative 
societies and licensed dealers to prevent yam from going into 
black markets. Hand-loom production increased by about 30 per 
cent, over the pre-war average output. The absence of price" 
controls and rationing of hand-woven goods benefited the hand- 
loom industry. 

The Fact-Finding Committee of 1941, whose report was 
published in 1942 emphasised the importance of the industry 
and referred to its difficulties and made recommendations to 
remove the defects in its organisation. The Committee stressed 
the fact that the industry fulfilled all the conditions for getting 
protection against the competition of power looms and mills. It 
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recommended the establishment of a central body to consider 
the mode of protecting the industry and of off cling its reorga¬ 
nisation. It was also to reconcile the intorcbtH of the mill and 
the hand-loom industry. The Hand-loom Board was constituted 
in 1945, and it was Jater on replaced by the Cottage Industries 
Board. The Hand loom Board 1 emulated the scheme for tho 
supply and distribution of yarn lo weavers in bulluient 
quantities at teasonahle puces. The country was di\ idcd into 
zones and a quota of the lequired varieties <>i yam was are»mu« d 
to each zone. Tho mills with a uiplus ui vain were lequiud 
to dispatch it to zones as d ; iected by the Textile Commissioner. 
The distribution within the zone was done through licensed yarn 
dealers working under tlu* MApcivui-m ol the Provincial Vain 
Conln Her. 

The hand loom industry was affected by the partition of 
the eountiv; hut the Government took a keen intei^st in the 
development of the hand-loom industry. In April 1950, the 
Standing Committee of the Contial Cottage Industries Board 
replaced the All India Hand-loom Board. A Hand-loom Fund 
has been sot up with an initial grant of Rs 10 lakhs. Tim 
Fund is to he used for financing schemes of developing tho 
industry and hand-loom researches. The technique of production 
and handloom designs is to he impioved through a scheme of 
Central Hand-loom Design Section. Co opeprative organisation 
of weavers has made pi ogress in many states. Sales emporiums 
have been sot up in a number of places. In 1040, a central 
* emporium was set up at Delhi. 

The industry occupies an important pi ice in tho mtional 
economy of the country. The cotton and silk weaving and 
spinning industries give employment to about 26 lakhs of 
workers and according to the estimates of tho Cotton Textile 
Tariff Board of 1932, the number of hand-looms at work was 
estimated at 1,934,950. The industry deserves every encourage¬ 
ment at the hands of the Government, for it occupies an 
important place in the national economy of the country. 
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Sericulture and silk manufactures —The industry is carried 
on in Bengal, Kashmir ani Mysore, where ample labour supply 
and an adequate stock of mulberry trees are available. The 
East Lidia Company was interested iu the trade in raw silk; but 
subsequently, it began to export silk manufactures to England. 
This aroused the oppnstion of the weaver in that country and it 
reverted to the trade in raw silk manufacturing industry. A 
change in tlio nature of European demand and the progress of 
silk weavimi in Europe wore also responsible for the decline of 
the industry. China, Japan and the United States also became 
Indian competitors in the European markets. The demand in 
India also fell for th‘* indigenous in lustry from the educated and 
well to do classes. 

Thus recently, hi lk wm\i 114 an 1 sericulture have suffered' 
in India. India exports now waits silk. Foreigners prefer 
cacoous, because reeling is badly done in [ndia. The Indian 
weavers themselves prefer the more evenly reeled Chinese or 
Japanese silk to the indigenous product. In Bengal, efforts are 
being made to improve the quality of Indian silk. Two sen- 
cultural schools are run by the Agricultural Department in that 
State and attempts are also being made in Kashmir, Mysore and 
Assam to encourage sericulture. In 1931, the Government of 
India made grants amounting to Rs. 93,00i) to the silk produc¬ 
ing piovinees to help them to set up schemes for the benefit of 
sericulture An annual grant of Rs. 1,00,000 for five years from 
1935 to 19-AO was made by the Government of India. Imports 
of artificial silk are increasing into the country and 
dominates all branches of the import trade. During the War, 
these imports suffered. 

The indigenous industry of silk weaving has suffered con¬ 
siderably because of inefficient organisation, poor resources of 
the weaver and his undeveloped methods of production. As a 
cottage industry, silk manufacture has great advantages. This 
is a luxury industry and admits of a diversity in work* 

manship. There is also a heavy dutjj^^foreign imports* 
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ffoadeshi sentiment is also helping the industry. The industry 
has also been protected. In 1934 protective duties on raw silk, 
yarn, piece-goods and mixtures were imposed. The duty on 
artificial silk yarn was raised to 25 per cent, ail valorem with an 
alternative minimum specific duty of 3 annas p**r Jb. In 1940, 
the duties on silk and silk maun lac Vures were extended for two 
years. In 1942, the protective duties wore raised to 25 per 
cent, plus 14 annas per lb. plus one fifth of the total duty for a 
]>eriod of five yers. Thus the Gov eminent is extending pro¬ 
tection to the industry. 

The gold and silver thread industry is carried on in 
Horn hay. The market for finished goods is .sptead tlirou 'hunt 
^.the country. The bigger k trichina darn obtain deposits from the 
public, while tho smallei unrohanri rely on itid.gonous bankers. 
Labour is sweated. 

Other industries are the brassware industry of Madras ami 
Moradahad, the brass and bell-metal and bidi 'making industries 
of C. P. and artistic and non-artistic handicrafts of IT, P. 

The U. P. Industries Reoiganisation Commit loo Repot t 
divides the cottage industries of U. P. into artistic and non 
artistic categories. The former are luxury goods and require a 
high degree of workmanship; while the latter are simple. Tho 
artistic handcrafts are Moradahad and Banaras wares, gold and 
*.silver brocade of Banaras, artistic wood work of Saharanpur, 
Nagina and Mainpuri, artistic pottery of Khurja, Nizamabad 
• aad Chunar, jwellery and gold and silverware of Lucknow, 
Banaras and Agra. Besides, a number of other artistic cottage 
industries are also carried on, such as the chikm work of 
Lucknow, the printing on silk, cotton and other fabrics and tho 
marble and alabaster work of Agra. Lucknow produces small 
ornamental articles cast from gun metal into which silver 
ornamentation is beaten in after the design has boon engraved. 
The ivory carving indusliy of the same place is now gradually 
dying out. 

The non-artisfcio handicrafts are the manufacture of tex- 
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tiles, cotton, silk, woollen and mixtures; leather making and 
working and the manufacture of brass and copper ware. The 
last industry gives employment to about 14,000 workers. Locks, 
cutlery, hardware and furniture are also manufactured largely 
on oottage lines. For centuries past, Kanauj has been the main 
centre for the preparation of pet fames. 

Methods of Helping Cottage Industries 

There are many handicaps from which cottage industries 
in our country are suffering. Tney must be removed to put 
these industries on a sound footing. One of the obvious defects 
of these industries is tin pj/e.'tv and ignorance of tJie small 
artisan. Asa result of thN detect, he cannot take along view 
of things and improve the organisation of the industry carried 
on by him. Il is, therefore n>c »->siry to provide miLiuil tra n- 
ing in industrial enfts. In rural ire\ s, basic education through 
the media of crafts should he intro luce l Provision should also 
be made for llie duration ol the artisan in special industrial 
schools. According to the recommenditions of the industrial 
0 mi mission, demonstration hand loom factories should be started 
by the Government to provide training facilities for the more 
intelligent of the artisans. The weaving schools should have a 
commercial section attached to them to help the artisans so 
trained to be able to start their own factories. 

According to the Indian Central Banking Enquiry Com¬ 
mittee, a common feature about the cottage industries is that 
the people engaged in them do not generally produce for 
stock but only mike to order. Tncy receive the necessary 
raw material oi advance of money from the middleman. This 
is due to the following difficulties ;— 

( 1 ) Lack of capital; 

(2) Uncertainty about marketing products due to impor¬ 
tation of cheaper and more convenient substitutes; 

(3) Unwillingness to take up oontracfcs for continued 
regular supply due to inability to organize the business 
so as to obtain uniformity of quality in the raw 
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material and in the workmanship; 

(4) The necessity of co-ordinating specialised functions in 
such industries; 

(5) Some of the industries involve lengthy technical pro¬ 
cesses and it is not possib'e for the smill artisan to 
lock up his eap’tal fur such a long tinn; 

(6) The industry is usu illv seasonal and the middleman 
affords facilities ta ke j p the artUau going during the 
slack season. 

The U. P. Industrial Finance Committee of 193.1 roferred 
to the following defects and difficulties of these industries : — 

(t) Difficulty in semiring raw miteriil advantageous!v; 

(ii) Lack of system in distribution of raw material among 
eoltage workers; 

(ii>) Lack of guidance in production in the matter of 
quality, standard and design, 

[iv) Laok of arrangements for giving the necessary finish 
to manufactured articles; 

(v) Lack of capital; 

(vi) Laok of adequate collecting and m irketing arrange¬ 
ments; 

(vii) Lack of stocks to meet urgent orders; 

(mi) Absence of any idea of costing, and 

(ia;) Conservatism, unreliability and illiteracy of the 
cottage workers. 

^ One of the main handicaps from which the cottage industries 
suffer in our country is the difficulty of obtaining cheap raw 
material of good quality. The result of working on raw materials 
supplied by dealers on credit is that orderly and profitable 
marketing of produce is obstructed. The artisan has also to 
pay a higher prioe for the raw materials supplied on credit. He 
is also allowed lower prices for the manufactured commodity. 
The Indian Central Banking Committee suggested the formation 
of co-operative societies for helping the artisans. 

It may be mentioned that societies of artisans exist in 
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different States in our country, Weavers* societies form the 
most important section among the industrial co-operative 
societies in India. They are prominent in Madras and Bombay 
and to a lesser extent in other areas. In 1947-48, in Madras, 
there were 659 -uoh societies with a working capital of Rs, 107 
lakhs. They promote thrift among members by collecting 
savings compulsorily from their wages at the rate of one anna 
in every mpee of wages earned. The Madras Handloom 
Weavers’ Provincial Co-operative Society functions as a central 
society for the primary weavers’ societies, and arranges for the 
supply of yarn and other raw materials required by them. It is 
also running six collective weaving centres. Tt has three band- 
loom factories for producing s sperior varieties of handloom 
fabrics, besides a screen printing factory, a block printing 
factory and nine dye factories. Its membership and working 
capital stood at 2,268 and Rs. 24.50 lakhs in 1947-48. Duiing 
the S&me period it supplied yarn to the primaries to the extent 
of Rs. 2.86 crores and purchased cloth from them to the value 
of Rs. 1*56 crores. This society has been making strenuous 
efforts to tap internal an 1 external markets for the disposal of 
the finished goods of the primaries. Since the reimposition of 
control, the Provincial Society was allotted the entire provincial 
quota of yarn in 1948 for distribution to weavers. It also got a 
loan of Ra. 3 crores from the State Government to handle this 
large volume of business. It also got an interest free loan for 
starting three more handloom factories. 

* 

Bombay is another State where weavers* societies are 
developed. Their number and membership in 1917-48 were 211 
and 27,628 respectively. Their working capital was Rs. 32.59 
lakhs and they sold goods worth Rs. 32.77 lakhs during the 
year, The Government have granted financial assistance to 
some of these societies. The Government distributes yam 
through those societies, which has increased their popularity with 
the weavers. There are also 15 District Industrial Co-operative 
Associations, consisting of weavers and their sympathisers 
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formed under the Government of India’s scheme for subsidising 
the handloom industry. There is also a Provincial Industrial 
Co-operative Association at Bombay to co-ordinate the acti¬ 
vities of the District Industrial Associations and they help the 
development of small-scale industries. 

In the same year, the U. P. had 550 primary textile 
societies and 38 central textile societies of weavers. The 
membership of the primary societies was 78,772, working capital 
Rs, 20 lakhs and they made sales, amounting to Rs. 49.33 lakhs 
during the year. The working capital of the central societies 
was Rs. 16 lakhs and they made sales amounting to Rs. 87 lakhs 
during the year. The Provincial Industr.a] Co-oppiativo Fede¬ 
ration was set up in 1940-41 to improve cottage industries. 

More efficient tools and implements should be introduced. 
In Bihar, demonstrators have been appointed to conduct demons¬ 
tration of improved appliances. Experiments in various sections 
are carried on by the Cottage Industries Institute, which also 
arranges for the supply of looms, dyes, accessories, etc , and 
introduces new patterns among weavers. The Bhagalpur Silk 
Institute perforins similar services for the silk industry. In the 
Central Provinces the Department of Industries is making efforts 
to introduce improved slays among weavers. Facilities for tech¬ 
nical advice and training should be given to the artisans and new 
patterns and designs should also ho introduced. This work can 

* be done through the co operative societies. 

Lack of adequate capital is another difficulty of the arti- 

* kans. The financial needs of these industries may be summed up 

under three heads : (£) purchase of raw materials; (ii) working 

expenses during the period of production; and (m) financial 
accommodation between the period of production and the final 
disposal by sale in the markets. 

The financial agencies are the urban and rural money len¬ 
der* the merchant or dealer in raw materials or produce of an 

4industry, the co-operative banks and producers’ societies, the 
Imperial Bank of India and the joint-stock banks and Govern- 
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ment, which finances these industries through the Department 
of Industries and the Co operative Department. 

The organized banks play little part in financing these in¬ 
dustries. Under their existing organization, the entrepreneur is 
the dominating figure; but his methods and those of the money¬ 
lender are far from satisfactory. They charge high rates of inte¬ 
rest. Some independent artisans raise their own capital. If 
they carry on agriculture and own land, they can raise money 
on its security. Where this security is lacking, they have to 
borrow funds from the money-lenders, who buy their finished 
product and who sell the raw materials. 

The Indian Central Banking Enquiry Committee recommen¬ 
ded that co operative institutions should be established to finance 
the rural industries on a larger scale than was done till then. 
Such institutions should tackle the problem of indebtedness of 
the artisans and remove their defects by propaganda and educa¬ 
tion and should provide funds for the movement. 

The Industrial Commission suggested that small loans 
should be given by the Director of Industries. Further, tools 
and plants should be supplied on the hire-purchase system so 
that they may ultimately beeome the property of the artisans. 
Co-operative credit is, however, the best possible solution. Such 
societies can provide loans at low rates of interest, supply raw 
materials and tools and implements and help in the sale of the 
finished product. The Bombay Economio and Industrial Survey 
Committee suggested that Government should finance such indus¬ 
tries through the Industries Department. 

The absence of an effective marketing organisation is an¬ 
other handicap of these industries at present. The artisan is 
unable to get a fair price for his wares. Organisations (ike the 
U.P. Arts and Crafts Emporium at Lucknow should be opened 
to advertise the products of cottage industries. Foreign markets 
are neglected in India and even the home market is not properly 
tackled. In Bombay, the Department of Industries has a Saiw* 
Depot to popularise the products of cottage industries. Aritfetio 
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indigenous products should be properly advertised by Government 
help and guidance. In Bombay, eight oo-operative Industrial 
District Associations have been formed at important centres. Each 
Association owns a shop of its own and sells the products of hand- 
loom weavers on a coni mission basis. A textile designer and a 
marketing officer have also beon appointed. Government should 
do all it can to help the organisation of cottage industries. 

Arrangements should also lie made to give training to the 
artisans. Technical institutions should be opened in important 
centres to provide training to people. The system of edu¬ 
cation needs fundamental refoun^. The children of arti¬ 
sans should get admission in these institutions. 

Government should purchase the products of the cottage 
* industries. The Stores Purchase Department in Uttar Pradesh 
buys goods as far as possible from local manufacturers. This 
policy should be encouraged. 

In recent years, the Government have been taking a keen 
interest in the development of cottage industries. In 1934, they 
decided to spend about Rs. 5 lakhs every year for five years for 
the development of the hand-loom industry. After 1937, tho 
Congress Ministries devoted attention to the growth of cottage 
industries. 

In planning, great attention should be given to the cottage 
industries. A statistical survey of their pr< sent position should 
be undertaken in which the planning authority should enlist the 
help of the Economics and Commerce Departments of the Uni¬ 
versities. Unless their factual position is known, lines of improve¬ 
ment cannot be chalked out properly. 

The All-India Cottage Industries Board was set up in 1948. 
It decided to help the cottage industries by encouraging the con 
sumption of their products internally and externally. It recom¬ 
mended that each Trade Commissioner's office should have a 
show room for displaying the products of cottage industries. 

The Board recommended the establishment of a central 
training institute for providing facilities for training. It, alsD 
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recommended the setting up of a Cottage Industries Board in 
every State which should co-ordinate the activities relating to 
cottage industries in its area. 

It is hoped that cottage and rural industries will be able to 
play their part in the industrial economy of the country at an 
early date. It is only when the surplus population of the coun¬ 
try is employed on cottage industries gainfully that Indian 
eoonomy will improve and balanced economy will be possible in 
the country. 



CHAPTER XXI 

AGRICULTURAL PLANNING IN INDIA 


India is predominantly an agricultural country, where the 
overwhelming majority of tho people obtain their livelihood 
from agriculture. About 90 per cent of the people of the country 
live in villages and depend upon agriculture and the allied 
occupations for their livelihood. It is also a well-known fact that 
our agriculture is in a backward condition, and the rural and 
cottage industries are in a state of decay. The contribution 
made to the quantum of production by the rural population is 
small and hence their living standards are low. In any scheme 
of national economic planning, a great emphasis must, there¬ 
fore, be laid on the development of agriculture and the cottage 
and rural industries of the country. 

Economic planning implies the utilisation of the produc¬ 
tive resources of a oountry in such a manner as to bring about 
an increase in production and also an improvement in distri¬ 
bution so that the standards of living of the masses may improve 
and their economic welfare may be augmented. The objective 
of planning is not merely economic, m., increased production 
and improved distribution; but it also involves the provision of 
opportunities for every member for self expression and self- 
fulfilment and an adequate minimum of a civilized standard of 
* life to people so as to make equality of opportunity a reality. 

The National Economic Planning Committee laid a great 
emphasis on the predominently rural character of our popula¬ 
tion, Hence a great emphasis was laid on the improvement in 
the n ell-being of the ruial population of our country, which was 
regarded as the main concern of the State and the primary 
objective of national economic planning. Any scheme of plan¬ 
ning should secure social justice and equitable distribution 
should go Ride by Ride with increased production. Planning 
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should be considered not only in economic terms, namely, the 
raising of the standard of living of the masses, but it mast also 
include cultural and spiritual values and the human side of life. 
Planning should lay emphasis on the cultural development so 
that man should be treated not as an agent of production, but 
as a human being whose cultural development should take place 
through the provision of economic sufficiency. Planning should 
not suppress the indiv iduality of the person, but should give 
scope for free expression of same. 

In any scheme of planning, objectives and targets are 
to be laid down, which are to be achieved according to the time* 
table laid down in the plan. Certain economic and cultural 
targets are to bo laid down and provision should be made 
for their fulfilment in a definite period of time. Thus an assess¬ 
ment of the degree of achievement becomes the duty and res* 
ponsibility of the planning authority. It has not only to lay 
down the targets, but take stock of the achievements also. 

In any scheme of planning, state intervention becomes 
indispensable. The state appoints the planning authority and 
the latter lays down the economic and cultural targets and 
reviews the progress in planning from time to time. In oux 
country, the planning commission has been appointed, which 
is tlie highest planning authority for the country and there is 
a statistical bureau attached to it, which will collect and 
analyse the statistical data involved in planning. 

In respect of agricultural planning in our country, the 
following main facts must be kept in view:— * 

1. Agriculture is and will remain the largest single indus¬ 
try of the country, an 1, therefore, due importance must be 
given to it. In other words, the planning authority must 
look to the improvement in the economic and cultural welfare 
of the rural community of the country. Emphasis must be laid 
on the development of the cottage and rural industries in the 
villages so that spare time occupations must be mads availabW 
to the masses of the country side. 
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2. Facilities must be provided for the flow of capital into 
ft* agricultural industry. Special institutions like village and 
co-operative banks must be set up in the rural areas so that 
saving habit may be encouraged in the people, credit facilities 
must also be improved and, if necessary special credit institu¬ 
tions should be set up to provide financial facilities for agri¬ 
culturists. The rates of interest for current finance should not 
exceed 6* per cent, and those for long-term finance should not 
exceed 4 per cent, per annum The Reserve Bank of India 
should so direct and regulate its credit and monetary policy that 
conditions for the provision of agricultural capital may come 
into existence, 

3. Fundamental reforms in land tenure ami equipment 
are necessary lo be made so that the industry should be carried 
on not on a deficit economy basis but on a surplus economy 
basis. This means that a change in the environment in which the 
cultivator lives and works is necessary. There must be an 
attempt at reconstructing the agriculturist’s economy and at 
turning the peasent into a state of normal solvency. Non- 
solvency might arise from a large variety of reasons, such as 
the pressure of population, the instability of agricultural prices 
or fundamental conditions in relation to land tenure. 

4. Agricultural planning should involve the creation of 
balanced economy in Indian conditions. In the present econo¬ 
mic set up of the country, an overwhelming majority of the 
people obtain their livelihood from agriculture; but ft small por¬ 
tion gets its livelihood from transport, commerce and organised 
industries. Planning should imply the creation of balanced eco¬ 
nomy by diverting the surplus population to other occupations. It, 
therefore, involves fundamental reforms in agricultural methods 
and practices so that the yield from agriculture may increase in 
consonance with the needs of the people and the natural resour¬ 
ces of the country. Subsidiary occupations suitable for each 
Ideality on considerations of the genius erf the people and the 
availability of the natural resources should be developed so that 
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employment may be provided to the displaced population* 

5. Educational and oultural amenities should be provided 
to the people of the rural areas to an adequate extent. Any 
scheme of agricultural planning should involve cultural and edu¬ 
cational targets. Primary education should be made free and 
compulsory and within a given period of time, ohildren of sohool 
going age should l>o put at school. Agricultural schools and 
colleges with suitable courses of studies should be set up in large 
numbers in consonance with the needs of the people of the rural 
areas. The whole rural environment should be changed through 
expansion of rural education. Rural education should be so planned 
as to create a favourable atmosphere towards manual work in the 
students. At present, the student 3 shirk minual work and prefer 
clerical and table work, which causes a great deal of unemploy¬ 
ment and congestion in the clerical occupations. Educational 
institutions in rural areas should create an attitude in the young 
students at doing every tiling themselves. In this connection, the 
lecommendation of the University Education Commission at the 
establishment of rural Universities to change the educational 
system is very pertinent and should be implemented. The system 
should improve the village environment so that the ruial areas 
may become attractive for the educated classes to remain there. 
At present, educational and cultural amenities exist *n the towns 
only with the Jesuit that the iutt lligensia of the villages move 
into the towns and the \ ilLtge<> suffer a* a consequence. Agricul¬ 
tural planning should change all this by providing for oultural 
and educational facilities there. All amenities of Ufe present in 
the towns should be provided for in the rural areas also to 
prevent the tendency towards rural exodus. 

6 . Agricultural planning should imply a judicious expan¬ 
sion of the area under food and non-food crops like raw ootfcon, 
raw jute and other raw materials. Since the partition of the 
country, large areas have seceded to Pakistan and a scarcity of 
essential industrial raw materials and of food grains has been 
felt. Their supplies must be augmented to meet the needs of 
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the people and the industries concerned. This means the appli¬ 
cation of intensive methods of cultivation, the use of improved 
appliances, scientific manure, improved seed, deeper ploughing, 
etc. By all these methods, the yield per acre of crops should 
be increased. The State should provide the necessary facilities to 
the cultivator to augment the yield in this manner. 

7 . More land should also bo brought under cultivation. 
Schemes of land reclamation, of prevention of soil erosion, etc., 
should be prepared so that waste lands may be brought under 
the plough and the total area under cultivation may increase. 
Without an expansion of the area under cultivation, it may not 
be possible to increase the production of food and non-food 
crops. 

8 . Increased production of food crop-* and industrial raw 
materials will also depend upon irrigation facilities The planning 
authority should prepare a scheme of the expansion of irrigation 
facilities also. Tn this connection, the plan should provide for 
the repair of the old works as well as the construction of new 
irrigation works. The Government may provide free technical aid 
to the cultivator in the construction of new tanks and wells. 

■'Building material should also be provided at concession or control 
rates. 

9. The National Planning Committee included agriculture 
in its scheme of national planning. The Chairman of the 
Committee emphasized the point that agriculture is and must 
remain the largest single industry of India and it should, there¬ 
fore, be included in the deliberations of the Committee. Several 
sub-committees were appointed by the National Planning 
Committee to consider questions bearing on agricultural planning. 
According to the main recommendations of the sub-committees, 
agricultural land, mines, quarries, rivers and forests are forms 
of wealth, the ownership in which must rest collectively with the 
people of the country and they should not be in private owner- 

4 ship, failing which their utilization in national interest will not 
be possible. The exploitation of land should be done co-opera- 
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tively. Collective aad co-operative farming should bo developed 
so as to foster the habit of mutual co operation for the benefit 
of the community. Co-operative eTort should take the pteoe of 
the individual profit motive. The organization of collective farms 
on eulturable waste and other lauds was also recommended. Such 
lands should be acquired by the State for cultivation purposes. 
The State would also be required to maintain special farm* for 
experimental, educational or demonstration il purposes. One of 
the sub-committee* also recommended special types of collective 
farms to bo operated in the common interest of the whole village, 
and the produce, after meeting all expenses and duos, should be 
made available for the general welfare of the village. Individual 
enterprise should be permitted; but it should be so regulated as 
not to come into conflict with the collective interest. 

10. Under planning, intermediary interests like those of 
the Taluqdar or the zamindar would not be permitted to exist. 
The sub-committee concerned under the National Planning 
Committee recommended the purchase of such rights and titles 
to land Rubject to the payment of a reasonable amount of com¬ 
pensation, which is now being done under the various zamindari 
schemes, which are being promoted in different States in the 
country. 

11. The creation of a National Water Resources Board 
was also recommended by one of the sub-committees, This 
Board would co ordinate and correlate all activities concerning 
urination, navigation, flood control, river management, hydro¬ 
electric power and the provision of drinking water. An inter- 
provincial State Commission was also recommended to reconcile 
the various interests and rival water claims. 

12. Investigation and research into the extent and 
availability of sUb-soil water resources should also be empha^ 
sized under agricultural planning. In areas where irrigation is 
important, there should be a comprehensive scheme for a co¬ 
operative organisation to control and regulate water supplies. 
As far as possible, local or minor irrigation projects should be 
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maintained by the village coiiimunit'es. 

13, Tlie State should accept icsponsibibty for the eon* 
servation of soil and forests. There should be a land utilization 
survey to determine the area actually available and ways and 
means should be found for bringing it under cultivation. 
Forests should bo exploited and conserved in the national 
interests. The State should actpnic privately-owned lorests, it 
any. The forest policy shuulu be so regulated as to the 

needs of the country. 

1L Adeliuib'ju policy should L' formulaic 1 by 11u k 
planning authority. The cultiv.itor must know the minimum and 
maximum piier s. The Slate or the pruning authority as ihe 
cit may be sh mid lay down f fie fl mr and the 'Tiling prior * of 
Hgric llturuJ produ *o t!m ioriuei to protect th f * into’esl of \ he 
modueer and the latter tu safeiu i> l the interests ol the on- 
smnei, The cultivator must know where 1m .stands in tJie loiii 
run in relation to tlie pioduee to be raised by lmn in national 
interest. When th^ price le\e»J tends to fall to tie ilooi li\ed by 
the authonty, the Suite should mterveno ami purcki c the pio- 
duce to protect tho intend of the producr r *o tint lie ma) 
a reasonable amount ol prolit. Fn the i *y r-' v ea-e, tho St it*- 
should release .slocks into the inaikel to -a! vna»d the intent I > 
of the consumer when the price tends to es*. lt 1 the maximum 
level. 

15. The grow-more-food scheme should become a pint 
and parcel of a planned and co oulinated system of agricultural 
production under planning. There should be co-ordination 
between the production of foodgrains and industrial raw 
materials so as to avoid the competitive use of land for these 
purposes. The expansion of land under the cultivation of both 
should proceed according to a well-regulated policy and plan. 

16. The interests of agricultural labour should also be 
safeguarded* Social security should be provided to agricultural 
labour in rural areas and exploitation of labour idiould be pre- 
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vented. A minimum standard of living should be guaranteed 
to it. 

17. Marketing and transport should also receive proper 
attention in agricultural planning. At present, transport charges 
are heavy and transport is defective. Hence marketing presents 
difficulties. Co-ordination should be done in this connection 
also. Regulated markets should be set up and information 
about prices should be broadcasted to the cultivators so that 
their long-term interests may not suffer. 

The goal of agricultural planning should be to secure an 
ideal balance between agricultural and industrial interests so 
that the fullest employment may be made of the human and 
material resources of the country. Agriculture should expand 
side by side with large-scale and heavy industries. It must be 
realized that the interests of agriculture and industries are 
complementary and expansion in agriculture is to the bene- 
fit of industries and vice versa. Improved and stabilized agrh 
culture is a great advantage to industries. This means an 
increase in the demand for industrial products. It also means 
the provision of foodgrains and industrial raw materials of a 
good quality und in adequate quantity for the industries at fair 
prices. Similarly, the expansion of industries is also beneficial 
for agriculture. Imjdeinents and technical aid can bo provided 
for agiiculturo at reasonable cost. The demand for agricultural 
produce will also be certain. 

It is sometimes pointed out that there can be either the 
expansion of industries or of agriculture and that it is not 
possible to provide an adequate amount of capital for both in our 
country. This is a mistaken view, for an improvement in economic 
conditions will be beneficial for agriculture and industries both. 
Conflict may arise when things are allowed to proceed in an 
un-co-ordinated manner. In a system of planning, the planning 
authority has to lay down targets of production, consumption, 
finance and investment in both cases and the policy is to be* 
opeiated, both short-term and long-term, in such a manner that 
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clash and unhealthy competition may be avoided and harmony 
and balance may be created to the mutual advantage both of 
industries and agriculture. That policy will be advantageous 
to the best interests of the oountry also and it will augment the 
eoonomic welfare and improve the standard of living of the 
common man. 



CHAPTER XXIJ 

INDUSTRIAL PROGRESS IN INDIA 

Boforc the British rule, Indian industries were adequately 
developed; but they decayed in the nineteenth century on 
account of a number ol factors. Their organisation in the 
eighteenth century and before, a id also thcr rh? and decay in 
I he nineteenth century have bnm dis^Hwl in a previous 
chapter. The decline of Indian handicrafts began to attract the 
attention or economists an 1 state men L'; ‘ NT\oroji and Ranade, 
who poinlel out thnl llr* poverty of tin uimn wn responsible 
for the devhstaiin ' lamines which w*re fp*q'ien f in; the country 
in quick succession. The absence of diversified ion of industries 
was regntded as one of the main reasons for the frequency of 
famines in India by the Famine Com missions of 1580 and 1001, 
The economic position of India could hardly be regarded as 
satisfactory. The Governments of Japan, Germany and other 
countries had done much for the industrial development of their 
countries, but the attitude of the Government of India stood hi 
striking contrast to that of the Governments of those 
countries. The Government of India imposed tho cotton excise 
duties in the eighties of the last century under pressure from 
Lancashire inleri^K who also carried on agitation for tile 
appointment of a Commission to investigate into tho labour 
conditions in India. These facts indicate that tho Government 
was not sympathetic to the int^ro-jts of Indian industries. 
The poverty of the masses and the absence of economic outlets 
for the middle class people began to assume a political shape. 
The Indian Industrial Commission was instituted in 1905 and 
the Swadeshi Movement was started in the same year after the 
petition ot' Bengal. There was a general sentiment in the 
country for the use of Swadeshi goods. Many industries we 
strut (1, hot they could not succeed because of the want of husi- 
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ness experience on the part of the organisers and the lack oi 
state support. The railway rates policy of the Government 
encouraged imports of manufactured goods and the exports oi 
raw materials. This intensified foreign competition ami the 
Government was following the laissez faire policy. It was cleai 
that without a vigorous backing from the Government it was not 
possible to bring about the development of industries. 

Up to the beginning of the war of 1914-18, tlie State did 
not protect Indian industries timiuM foreign competition. In 
the early part of the nineteenth c *nhiry, the hid India Com 
pany encouraged tho^e industries whose product•> funned thi* 
main items m the export trade, but this also was not favoured 
in England because of tin p»essuro of vested interests, who 
looked upon India as a s *urcn of raw materials and 11 s a market 
for the manufacture 1 goods of England. The State dal nothin { 
to help the inlustries of the country for a long time except 
providing technical and industrial education and collecting 
commercial information by organizing a few industrial exhibi¬ 
tions; but no well-defined policy of industrial development was 
laid down. 

In 1905 a separate Imperial Department of Commerce and 
Industries was set up and Provincial Governments also began to 
prepare programmes of industrial policy which require l co¬ 
operation and guiduice of the G iveanrnent. The Midras Gov¬ 
ernment gave encouragement to hand-loom weaving and 
appointed a special official to stimulate industrial education; but 
such steps were discouraged by the Home Government under 
pressure from the vested interests. The Secretary of State in 
1910 deprecated any direct attempts on the part of the Gov¬ 
ernment to start now industries even lor purposes of experiment 
And demonstration. He was prepared to familiarise people with 
the methods of production foliowod in Europe by spending State 
funds, but he would not allow the state to go further th in 
that. The Government did not take advantage of the enthusiasm 
of the people for encouraging the use of s\\ adeshi goods. A 
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change was noticeable in the first world war which emphasised the 
danger of depending on foreign supplies for essential goods. 
Imports could not be obtained from foreign countries as they were 
busy in producing war materials and also because shipping accom¬ 
modation was not available. The trade with enemy countries was 
completely stopped. Even those opportunities were nob availed 
of by the Government and the result was that Japan and the 
United States of America began to participate to an ever increa¬ 
sing extent in the trade of India. They were industrialised and 
they got a fiun footing in the Indian market. In India it was 
difficult to obtain essential machinery which she did not produce 
herself. There was also a shortage of skilled labour and techni¬ 
cal experts and transport facilities were aFo not adequate. The 
encouragement given to industries was due to military necessity. 
The Industrial Commission of 1916 made its report in 1918 and 
it emphasised the need for acLive assistance on the part of the 
Government in respect of industrial development. The Commis¬ 
sion suggested that Government should have adequate adminis- 
tistive equipment and expert advice on technical matters and 
they recommended the establishment of Provincial Boards of 
Industries and the creation of special industrial and chemical 
services. The Government set up the Indian Munitions Board 
in 1917 to develop the national resources for war purposes so 
that the pressure on shipping might be reduced. The Board 
helped the development of indigenous industries in various ways. 
Articles were directly purchased in India and orders were placed 
for goods in India. Assistance was given to firms and indivi¬ 
duals who desired to import machinery of skilled labour frofii 0 
abroad and it was prepared to give advice and information to 
persons who wanted to set up new industries in India. As a 
result of this policy many large scale industries like cotton, jute, 
iron and steel, chemicals, oils, glass and oement, etc*, received 
encouragement. This was a departure from the traditional policy 
of laiaaez-faire . By the time the war was over, departments of 
industries were set up in all the provinces in accordance with 
the recommendations of the Industrial Commission and the 
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Munitions Board was incorporated in the Imperial Department 
of Industry and Commerce. The scheme of the Industrial Commis¬ 
sion oould not be followed in the country because under the 
Montford Reforms of 1919, provinces wore given the responsibi¬ 
lity to develop industries. 

There was a period of prosperity during the war and imme¬ 
diately after the war, industrial development proceeded rapidly. 
Machinery and materials and technical experts could be obtained 
from abroad and prices of industrial securities rose very high. 
The currency policy of the Government, under which the recom¬ 
mendation of the Babington Smith Committee for a 2s. ratio 
was aocepted, led to large orders for machinery. Indian business- 
111011 thought that it \va* profitable to plaoe orders at this ratio, 

‘ because machinery could bo imported very cheaply; but when 
the Government could not maintain the rupee ratio and left the 
rupee almost free to find its level by 1920, big businessmen 
and traders were ruined. By the time the goods arrived, 
exchange had fallen tremendously. The boom did not last long 
and the depression began in the middle of 1920. The policy of 
currency devaluation in European countries led to a fall in prices. 
^En India, the expansion of the existing industries was planned 
in the boom period, but expansion could nob be brought about 
and there was a heavy liquidation of companies. The rupee ratio 
was not allowed to fall below Is. fid. from and after 1924 and this 
'intensified foreign competition. In India, the securities fell in 
value because of low dividends and the great depression which 
*b t egan in America in 1929, hit India much harder than other 
countries. Agricultural prices fell to a greater extent than prices 
of manufactured goods. The depreciation of foreign currencies 
intensified competition in India. The depression was the acutest 
by 1932 and thereafter the tide began to turn, but it wa9 in 1938 
that advance was made in industrial production. 

Tariff Policy -The period after the war of 1914-18 marked a 
great advance in the policy of the State in India towards indus¬ 
tries. The Industrial Commission, by the terms of its reference 
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was precluded from considering the question of tariff policy; but 
the Montagu-Chemsford Report laid emphasis on the fact that 
India should have liberty to decide her own tariff policy. The 
Joint Select Commit too on the India Bill of 1919 also recom¬ 
mended that a Convention of fiscal autonomy should be sob up in 
India. This position was accepted by the British Parliament. 
In 1021 the Indian Fiscal Commission was appointed which 
ieoonuncikded the policy of discriminate protection for Indian 
industries. The setting up of the lariff hoard was also recom¬ 
mended to examine the claims for pi jtoctimi of industries and 
to ie\icw the working of pjotectinn. The Government of India 
accepted the recommendations and effort u i*> gi\< n to Lii * policy 
m subsequent years, which continued to work *ight up to Lite 
war of 11)39-45. The acceptance of tin iccununoud itions ut 
tho Indian Fiscal GommLasion of 1050 will go a iong way in 
lonliibuting to the economic development of the countiy. 

Industrial Education in India 

Industiial education is one of the main methods of impro 
ving tho industries of a country . The facilities for industrial 
education aio inadequate in om country. To give a histoiieal 
ictro&pect of industrial education in the country it may t?e 
said that tho Vicioria Jubilee Technical Institute, stinted in 
Bombay in IK77, was the only institution of bs kind in tho 
country for a long time. It was staited mainly through private 
efforts to provide instruction for the needs of the mill industry. 
In 1901 a conference of educational experts was culled at Simla 
which discussed technical education also. The only result of U 
was the institution of a few technical scholarships by the 
Government of India to enable students to study abioad and 
some improvement took place in the teaching of science In 
Indian Universities. These efforts failed to achieve much. 

Tho question of technical education received the attention 
of a number of committees, The Industrial Commission of 
19itbl8 made certain useful recommendations. The commis¬ 
sion suggested that loval authorities and governments should 
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provide & suitable system of primary education with an indus¬ 
trial bias for the artisans and those employers who provide 
facilities for industrial education for their employees should 
get subsidy from the government. The commission also re¬ 
commended the establishment of industrial schools for cottage 
industries under the control of the Department of Industries. 
The provision for the training of people for organised industries 
was also recommended. The setting up of two Inperial 
Colleges was also suggested. 

Under the Reforms of 1919, education became a pro¬ 
vincial transferred subject and industrial and technical educa¬ 
tion was controlled by the Provincial Departments of Industries; 
but adequate results could not be achieved owing to financial 
stringency. The present position in respect of technical and 
industrial education is not satisfactory. According to the 
Hartog Committee, ‘such of the attempts as have been made 
to provide vocational and technical training have little contact 
with the educational system and are, therefore, largely in- 
fructuous. * 

In November, 1936 the Government of India invited 
'Messrs. A. Abbot and S.H. Wood to advise on educational re¬ 
organisation with particular reference to vocational education. 
They recommended that the expansion of vocational education 
Bhould not greatly outstrip the development of industry and it 
should not be too highly specialised. It should aim at cultiva¬ 
ting flexibility of mind. In that case, industry and commerce 
would absorb a large number of trained men* Every province 
should make a survey of the educational needs of its industry 
and commerce and determine the type of vocational education. 
Farther, there must be co-operation between industry and 
commerce on the one hand and educational organizations on 
the other. It was also recommended that since in the present 
stage of the development of organised industry in India, super¬ 
visory grades of workers are very important in production, 
attention should be concentrated on their education and 
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training. 

In 1940, the Government initiated a technical training 
scheme to meet the needs of the war and to prepare technicians 
for the industrial development of the country. To meet the 
needs of ordnance factories and civil industry, a new scheme 
was prepared under which selected trainees were sent for train¬ 
ing to firms engaged in civil industry. Indian workmen were 
also sent for industrial training in the United Kingdom under 
the Bevin Training Scheme. This scheme was linked up with 
the Government Training Scheme in the United Kingdom which 
was started to increase the supply of skilled workmen in 
England. Another object was to bring the Indian labour into 
close contact with British labour so that a strong and well- 
organised labour movement may grow up in India also. Under 
this scheme, candidates were selected from among factory 
workmen in India and sent for training to England at Govern¬ 
ment expense. There they received training at a Government 
centre for about three months and then they were attached to 
factories for advanced training. Their total training period 
lasted for eight months, and on coming to India, they were put 
to a test, after which suitable jobs were found for them. After 
the War was over, these trainees are finding difficulty in getting 
employment. 

Stoves Purchase Policy —Another way of helping the 
industrial development of the country is through the stotetf 
purchase policy. Till recently, Government departments and 
railways purchased large quantities of store* from England.- 
These purchases should have been made in India, which would 
have given encouragement to industries. The Government 
accepted the policy of purchasing stores of Indian origin about 
fifty years ago. Rules were framed for this purpose and if 
Indian articles were as good as of foreign origin, preference was 
to be given to Indian goods, In actual practice, preference 
was given to British stores even when they could have been 
supplied in India on equally favourable terms. The justifica- 
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tion given was the absence of an inspecting agency to direct 
and advise the indenting officers in India, who found it oonve* 
nient to send orders to the India Office Stores Department in 
London. But the question is why steps were not taken to set 
up the agency to get expert advice. The Government is a big 
purchaser and the existing industries would be benefited and 
new ones would be started, if orders were placed in India. The 
Indian Industrial Commission recommended the regulation of 
the stores purchase policy in such a manner as to encourage 
Indian industries. They also recommended that by adopting 
standard patterns, special plant could be profitably put up in 
India because of the large demand that would ensue as a result 
of a standard type. The Stores Purchase Committee of 1921 
* .suggested the establishment of a oentral expert agency for the 
purpose of inspecting Government stores. Hence the Indian 
Stores Department was set up, whose services could be availed 
of by railways, local authorities, and the Provincial Govern¬ 
ments. It acts as a purchase and inspection agency. It 

scrutinises orders to see that they are not placed in foreign 
countries when they can be executed in India, provided price 
quality are the same. It also acts as a oentral bureau of 
information on matters connected with the purchase of stores. 
It has adopted the policy of inviting rupe^ tenders for delivery 
in India so that convenience may be provided to the Indian 
firms. The Department investigates into the potentialities of 
indigenous sources of supply. The creation of the Supply 
Department during the last war led to increased purchases in 
^India for war requirements. 

Industrial Research—The Industrial Research Bureau was 
set up in 1935 to oo-operate with industry in research, to pub¬ 
lish bulletins on industrial reasearch and to assist in the 
organisation of industrial exhibitions. The Board of Scientific 
and Industrial Research was set up in the last war and the 
representatives of the principal industries were associated with 
it. The Board tried to tackle the problem of industrial defi- 
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ciency in India during the war. 

Provincial Departments of Industries —The creation of 
these Departments was recommended by the Industrial Com¬ 
mission. They promote technical and industrial education, 
supply industrial intelligence and give financial and other 
assistance to industries. They are very helpful to the develop¬ 
ment of cottage and rural industries. They have not been very 
helpful to large-scale industries mainly because of lack of funds. 
The Atl India Industries Conference holds annual sessions which 
are attended by the Provincial Ministers and Directors of 
Industries, In several States, industrial surveys have been carried 
out, while demonstration factories have been started in others. 
These factories have nob been generally successful. In several 
States like Bengal, Bihar, Madhya Pradesh, Madras, etc., ther^ 
are State*Aid to Industries Acts under which various forms of 
state assistance to industries are provided. Loans and subsidies 
are granted for research work, machinery on hire-purchase 
system is granted, and cheap raw materials and water privileges 
are given. Emphasis is given on new industries likely to have 
an important bearing on the economic development of the State. 
In U. P. the Credit Bank was set up in 1936 and in Bengal an 
Industrial Credit Corporation was set up in the same year. It 
provides loans for setting up small scale industries started by 
released detenus. 

The Congress made a move for industrial planning for the 
country. A conference of Industries Ministers from congress 
provinces was held at Delhi in 1938. It camo to the conclusion 
that the economic improvement of the country depended upon 
industrialisation and a comprehensive scheme of national 
planning was set up. Key industries of national importance 
were emphasised in the scheme. A National Planning Committee 
was appointed under the Chairmanship of Pfc. Jawahar Lai 
Nehru in 1938 and afterwards 29 sub-committees were set up. 
The National Planning Committee laid emphasis on improving 
the standard of living and on providing the Amenities of civilised 
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existence to the people within a pcrird of 5 to 10 years. The 
work of the National Planning Committee received a set back 
when the war began in September, 1039. The Congress minis¬ 
tries resigned their offices in the provinces. The reports of the 
sub committees were published after the war in 1947. 

In the war of 1939-45, the industrial de\elop nent of the 
country took place to a great extent. The home market was 
reserved for Indian industries, for trade with enemy countries 
was cut off and restrictions wore imposed on imports. Secondly, 
the demand foi war materials from the allied countries increased 
and this led to a great industiial activity in India. The Eas¬ 
tern Group Supply Council was set up in Delhi to see how far 
India could supply the goods for the Eastern theatres of the war. 
There was the visit of the Roger Mission to India. The American 
Technical Mission also came to India in 1942 and the moderniza¬ 
tion of the Indian army also accelerated the pace of the indus¬ 
trial development of the country. In the first two years of the 
war orders exceeding Rs. 150 crores were placed in India. The 
Department of Supply executed orders for the supply of a wide 
variety of goods like cotton textiles, jute, iron and steel, leather 
and other materials. It was estimated that about 20 thousand 
articles required for army purposes began to be manufactured 
in India. The industrial policy of the Government of India was 
liberalised during the war and in 1940, the Government announced 
that war industries would receive protection against unfair com- 
pefcifction, if necessary, after the War. In 1940, the Board of 
Industrial and Scientific Research was set up and subsequently, 
a separate industrial research fund was established with an 
annual grant of Rs. 10 lakhs for 5 years. Training was provided 
for technicians and Indian apprentices were sent to the U, K, 
A number of committees were appointed to deal with problems 
of poet war reconstruction, It was in June 1941 that the Gov¬ 
ernment of India announced the establishment of the Post-War 
Reconstruction Committee to consider the problems of post war 
economic reconstruction. It was presided over by the Commerce 
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Member and it decided to set up four sub-committees, consisting 
of officials anrl non-officials, representing commerce and industry. 
There was the committee on Labour and Demobilization. Its 
business was to estima t© the volume of unemployment in the 
war industries and to consider how labour could be transferred 
from one industry to another and whether any arrangement for 
relief works would be necessary. It was also to keep touch 
with the army authorities so that demobilization plans might 
not make the employment problem acute after the hostilities came 
to an end. There was a committee on the disposal of war contracts 
to suggest arrangements so that there might be a peaceful transi¬ 
tion from war to peace economy. It was also to arrange for 
the disposal of the surplus goods. There was another committee 
on public works and Government purchase policy. It was to 
suggest a public works policy so that the demobilized labour 
might be re-#mployed. There was also another committee on 
internal trade and agriculture. It was to consider problems of 
internal trade and agricultural policy. Tn addition, there w T as a 
consultative Committee of economists which was set up to 
advise the Government regarding post war economic reconstruc¬ 
tion. It was this committee which was to suggest the trends of 
post war policy of Government regarding trade and industrial 
development and to see how India could be made economically 
self-sufficient and whether this goal was also to deal with pro¬ 
blems of post war currency, exchange and banking. 

In 1944, the Government set up the Planning and Develop¬ 
ment Department, but it was closed in 1940, This department was 
to look after industrial planning. A number of Policy Committees 
were also set up on subjects like Transport, Shipping and Agri¬ 
culture, with membership drawn from officials and non-officials. 
The Provinces prepared their five year plans at the instance of 
the planning department. A large number of ambitious plans 
were prepared, but they had to be stopped because many new 
problems cropped up in recent years. The food problem, the 
problem of refugees, and, above all, the inflationary rise in 
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prices led to the stopping of ambitious plans. 

In reoeut years, many economic problems luve affected 
Indian industries. India does not produce machinery and mill 
stores and they cannot be imported freely because prices have 
gone up in America and England after the war, There is also 
th y dearth of heavy chemical industries in the country and ex¬ 
perts and technicians are also in short supply. The way in 
which the war was financed led to inflationary rise in prices 
in the country and in spite of the efforts made by the Govern¬ 
ment to keep prices in check, they have not vet boon successful 
in this direction. The wholesale price index exceeded 412 in 
December, 1950. There is the problem of dollar shortage and 
India's external resources accumulated during the Wear which in 
1947-48 stood at Rs 1633 croros have gone down to about Rs. 
850 crores. Moreover in the immediate post war periol. it was 
not possible to get multilateral convertibility of sterling so that 
India was not able to purchase industrial equipment from abroad 
^to an adequate extent. The great devaluation of September, 
1949, led to a reduction of imports from the dollar areas. All 
these have been the handicaps in the way of the development of 
. Indian industries in the period after the war of i939-45. In spite 
of these handicaps a number of industries improved during the 
war. The iron and steel, jute, cotton and cement industries 
made progress. New large-scale industries like the heavy ohenii- 
, cals and the aluminium industries also received a great stimulus. 
The second world war gave a fillip to the establishment of key 
industries which produced capital goods. Similarly, small scale 
and medium sized industries also got encouragement. 

During the war period, the Amerioan Technical Mission 
visited India in 1942 to investigate into the problem of war 
production, The mission recommended rationalization of Indian 
industries and also suggested measures to increase the availability 
of electric power and to expand the steel industry. 

* In spite of these things, India is still backward in respect 
of industries and agriculture occupies the premier place in the 
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national economy of the country. This industry itself is in a 
backward condition. Those industries were selected in the past for 
development in which profits were good. The development in in¬ 
dustries has also not been in keeping with the size of the country, 
its population and its natural resources. In the case even of those 
industries which have been firmly set up in India, reliance is 
placed on imports of machinery and materials from abroad. The 
Government policy of placing orders abroad could not improve 
matters. The basic industries have not been in existence in the 
country. Machinery and machine tool industry is absent in 
India and there is a great dearth of chemical industries. 

It is necessary that Indian industries must be improved so 
that balanced economy may be secured in the country. The 
advantages of industrial development are too obvious to need 
any comment. Most of the peox>le dep*m 1 on agriculture for 
their livelihood whose production is not commensurate with its 
great iinpoitance. The development of industries will lead to an 
even distribution of population of the country over various occu¬ 
pations and it will lead to a balanced economy. Secondly, 
national dividend will increase as a result of industrialization, 
the masses will be able to raise their living standrards, but here 
again the important problems connected with the development 
of industries should be given careful attention and emnhasis 
must be laid on the development of small scale and cottage in¬ 
dustries. Another advantage of industrial development will be 
an increase in the taxable capacity of the people. Impioved 
industries will introduce elasticity in the tax system. The yield- 
from income-tax and other taxes will increase. There is no 
apprehension that an inciease in industries will lead to a fall in the 
customs revenue. In tact, customs revenue has been steadily 
increasing and with improved industries it should increase 
lurthor. The customs revenue in 1938-39 was about Rs. 41 
(Tores, but in the budget of 1950-51 it stands at about Rs. 107 
eiores. The expansion of industries will lead to the growth of the" 1 
loreign trade of the country and central revenues must increase. 



INDUSTRIAL PROGRESS IN I&P1A tM 

FouHhly, industrialization will provide employrnant to the grow¬ 
ing population faf the country* Ibi proved industries will he 
beneficial to agriculture. They will also provide agricultural 
equipment to an adequate extent and there will be a steady 
demand for 'agricultural products. Thus the problem of middle 
class unemployment will be solved by the growth of industries. 
Industrialisation is also important from the military point of 
view. There are many defence industries which should be set 
up in the country. The hoarding habit will decrease as a result 
of industrialization. Improvement in industries will imply an 
increase in investment and a corresponding fall m the hoarding 
habit. The effect of improved industries on wages will be bene¬ 
ficial. The wage earning class will get sufficient employment 
'and their wages and standard of living will rise. 

The effects on agricultme as already pointed out above 
will be beneficial. Agricultuio requires more capital which will 
be provided when industries improve. In England agriculture 
made a tremendous advance in the period of the industrial 
revolution. Mobility will also he given to agricultural capital, 
because the growth of banking and investment tilists, which 
must accompany improvement in industries, must also lead to 
the growth of banking facilities in the rural a>vas. The demand 
for labour will increase and the village people will get employ¬ 
ment. There will be an increase in the demand for raw 
/ 

materials from expanding industries and this will go to the 
advantage of agriculture. At the present time, the number of 
people dopending upon agriculture is larger than could be sup¬ 
ported by it. The surplus population could be diverted to 
industries. Mechanisation of agriculture will also be rendered 
possible. Thus the growth of industries will lead to the improve¬ 
ment of agriculture also. 

Recently in April, 1948, the Government of India announ¬ 
ced its industrial policy, under which it was pointed out that 
private enterprise wdll be encouraged during the next 10 years 
and certain industries which are of ereat importance from the 
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point of view of the country will be encouraged by the state. In 
recent years, the State has made liberal allowances in respect of 
depreciation. The business profits tax, the excess profits tax 
and the capital gains tax have been abolished. Thus the tax 
structure of the country is being fitted in consonanoe with the 
needs of industries. What is necessary is that our industrialists 
should acquire self-confidence. The limitation on dividend has 
also been removed and, therefore, the industrialists must be 
infused with a spirit of self-confidence, In recent joars, indus- 
tiial production has fallen in many industries, There has been 
a growth of strikes. Legislation has been passed to deal with 
them, but industrial peace must be eno imaged in all manner of 
ways. Above everything else, what is necessary is the stabiliza¬ 
tion of costs, wages and prices so that industries may receive 
adequate impetus. These are some of the problem 0 which have 
to be tackled in connection with the industrialisation of the 
country. In the following chaptei s, w c will give an account of 
the main industries of the country. 



CHAITER XXIII 

THE COTTON TEXTILE INDUSTRY OF INDIA 

The Cotton Textile Industry occupies the premier place 
among the mill industries of the country. It is of very groat 
importance in'the national economy of India. In respeot of 
capital investment, in the volume of employment created hy it 
and in the addition to the total wealth and annual income of 
the country, the industry has hardly any rival among our 
major industries. It has had a great hold on tho allegiance ot 
the public and its decline in the seventeenth and the eighteenth 
• centuries was legarded as a symbol and as a result of the 
political subjection of the country. The total number of mills 
in the Indian Union at the end of August, 1950 was 425 with 
10.85 million spindles and 199,775 looms and the, paid up 
capital of the mills was Rs. 97*24 crorcs, a good part of which 
is due to capitalization of reserves. In Pakistan the numhei of 
mills was 14 with 170,327 spindles, 4,001 looms and with a paid 
up capital of Rs. 1.97 erores. The industry consumed 3,789,194 
bales in 1949-60 as against 4,326,438 (rales in the previous year. 

The following table shows the extent to which the cotton 
mill industry has expanded since 1938 in India und Pakistan:— 



Yea i 

■ ended 31st August 


1939 

1049 

1950 

Number of mills 

389 

430 

139 

Paid up capital (in erores of Rs.) 42.81 

88.23 

99.21 

Spindles installed 

10,059,370 

10,703,451 

11,019,353 

Looms installed 

202,464 

202,408 

204,376 

Spindles working 

8,986,000 

9,701,519 

9,667,109 

Looms working 

183,000 

185,798 

185,174 

Workers employed 




(day shift only) 

441,949 

473,083 

414,790 

Cotton consumed (in bales) 

3,662,648 

4,406 912 

3,986,966 
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Historical Sketch 

The first cotton mill was started in Calcutta in 1818 with 
English capital; but nature had designed Bombay as the home 
of cotton mill industry. Here the first Indian mill was estab* 
lished in 1856 under Pars! management and in subsequent years 
the progress was rapid as indicated from the following table :— 


Year 

No. of mills 

Spindles looms 
(in thousands) 

Labour 

1851 

1 

29 — 

5 

1866 

13 

309 

3.4 

7.7 

1870 

47 

1,100 

9.1 

— 

1877 

51 

1,244 

10.3 

— 

1880 

56 

1,461 

13.5 

44 4 


More complete statistics are available from the year 
3 879 80. In the quinquennial period 1879-80 to 1883-84 the 
number of mills at work was 63, and the nominal capital invest¬ 
ed was Rs. 657 lakhs. The number of persons, employed was 
51,000 and the number of looms was 14,000 and the number of 
spindles came to 1,610. By 1905-06, the number of mills rose 
to 104 with a nominal capital of Rs. 17.19 crores, persons 
employed 2.12 lakhs, looms 52,000 and spindles 5,214. At the 
beginning of the war of 1914-18, the number of mills was 241 
with a spindlage of 6 million and loomage of over 92,000. The 
total production of the industry was 688 million lbs. of yarn and 
1,164 million yards of cloth, exclusive of hand spinning and 
hand weaving. In the beginning of the twentieth century, the 
production of yarn was 333 million lbs. and of cloth 422 
million yards. 

Thus by 1914 the industry had shown a remarkable ex¬ 
pansion and there was a marked change in its character. 
Formerly it was essentially a spinning industry exporting more 
than half of its production and by 1914 it become essentially 
a weaving industry, using imported yam for its products. This 
was so in spite of the fact that the number of spindles had 
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increased by 39 per cent, and the number of looms by 
32 per cent. 

The following table brings out clearly the quantitative 
growth of the industry in the first half of the present 


century:— * 

Y No. of No. of No. of 
eftr mills spindless looms 


1890 

137 

3,274,196 

23,412 

1900 

193 

4,945,783 

40,124 

1905 

197 

5,163,486 

50,139 

1910 

253 

6,195,671 

82,725 

19! 5 

272 

0,848,744 

108,009 

1920 

253 

6,763,076 

119,012 

1925 

337 

8,510,633 

154,292 

1930 

348 

9,124,768 

179,250 

1935 

365 

9,685,175 

198,867 

1939 

389 

10,059,370 

202,464 

1942 

396 

10,026,425 

200,170 

1945 

417 

10,238,131 

202,388 

1948 

422 

10,433,065 

202,072 

4949 

330 

10,703,451 

202,408 


Average no. of Cotton consu 


hands eraplo- 

med (In bales 

yed daily 

of 392 Lbs.) 

161,189 

1,453,352 

195,277 

1,879,244 

233,624 

1,933,010 

265,346 

2,102,632 

311,078 

1,952,318 

367,877 

2,226,310 

384,082 

2,573,714 

414,884 

3,123,418 

441,949 

3,810,734 

480,447 

4,740,722 

609,778 

4,909,314 

476,145 

4,282,974 

483,683 

4,406,812 


In the initial years, the industry was predominantly a 
coarse yarn spinning industry. The yarn was exported to China 
and Japan. In the beginning oi the present century, there were 
exchange difficulties owing to which this trade suffered. Japan 
developed its cotton mill industry with the result that the 
Japanese market for Indian yarn was lost and there was serious 
competition in the Chinese market also. By 1914 both these 
markets were lost to Indian yarn with the result that the weav¬ 
ing side was developed in the Indian mills. In 1900 the number 
of looms in Bombay per 1,000 spindles was only B'8, but by 1915, 
it had risen to 17*3, It increased steadily thereafter till it stood 
at 22*3 at the end of August, 1949. The loss of these markets 
* for Indian yarn was advantageous inasmuch as it led to the 
addition and expansion of the weaving side. 
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The industry expanded considerably during the first World 
Wai when imports of cloth became difficult, paitly because tho 
British mills were producing war material and partly because 
shipping accommodation was not available. Machinery could 
not be imported during the war. This placed a serious limitation 
on the expansion of the industry, for new mills could not be set 
up and the expansion even of the old ones was not easy and 
possible. 

After tho War, there was an eia of eo npanv flotation, and 
m the five years ended 11125 tho numb*'] 1 of cotton mills rose by 
84 and the spindles installed increased liom million to 8*51 
million. The rupee sterling exchange was fixed at a high level 
and large orders for machinery were pki/vd in England. The 
liinh exchange could not be maintained and when machinery 
arrived, the exchange had fallen and the imports suffered severe 
losses. By 192G, the cotton mill industry, particularly in 
Bombay, was facing an acute trade depression. Wages had to 
be ieduced; labour resisted the fall and Bombay was faced with 
strikes which proved a great disadvantage to the industry. 

Difficulties in the Depression 

The industry was hit haid during the depression. Compe¬ 
tition from Japan and Britain increased and the latter country 
tried to regain its pre-war markets in this country. Japan also 
tried to capture the Indian market. The depreciation of 
Japanese currency, the shipping subsidies given by the Japa¬ 
nese Government to shipping and its superior organisation to 
purchase raw material coupled with efficient methods of produc¬ 
tion and the dormitory system for housing and feeding the wor¬ 
kers gave great advantages to Japan in cloth manufacture as a 
result of which .she could undersell both the Indian and the U.K, 
vniimfacturera. Many mills were unable to pay dividends to 
their shareholders and even to make adequate provision for de¬ 
preciation on buildings and machinery. 

Special Handicaps of the Bombay Industry 

The plight of the Bombay industry was miserable. There 
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were three long strikes and this industry had certain permanent 
disadvantages also as compared with mills in other parts of India. 
Here wages were higher, and cost pf production also was higher. 
There was remoteness from the sources of raw materials and the 
chief markets for finished goods. There wore advantages also in 
regard to cost of stores, of insurance and of office expenses; but 
they could be availed of only if the management made the best 
of the advantages and reduced the disadvantages to the mini¬ 
mum. The Tariff Hoard of 1920 suggested the variation of 
products for the Bombay mill industrynnd recommended a bounty 
for the shipping of hi *her count* In 1929-30, Sir Ness Wadia 
made an attempt lo organise the Bombay mills on the lines of the 
Japanese industry and ho proposed n merger scheme; but it 
could not fructify. 

The industry began to make recovery between 1035 and 
1939. This was due to an improvement in the general economic 
conditions, and it was also duo to the regulation of competition 
from the U. K. and Japan by bilateral trade agreements. The 
introduction of tariff protection also helped the industry. Pro¬ 
tection was first introduced in 1927 and, later, it was increased 
in two stages, once in 1930 and later in 1933. 

There was a commercial treaty with Japan in 1934 as a 
result of which Japan was to purchase Indian raw cotton to the 
extent of one million bales annually and India was to purchase 
325 million yards of cloth from Japan. The maximum quota 
allotted to Japan was fixed at 400 million yards annually. The 
excess over the basic quota of 235 million yards was to increase 
by 1^ million yards for every 10,000 bales of the excess over one 
million bales. The duration of the treaty was extended in 1937 
to 1940. The new agreement of 1937 with Japan reduced the 
basic quota of cotton. The maximum limit of imports of piece 
goods was reduced to 385 million yards, and Japan was to take 
14 million bale9 of raw cotton annually. 

There was the Modi-Lecs Pact in October, 1933 under 
which the duties on British cotton yarn, piece goods and arti 
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ficiai Bilk were to be reduced, and the British side was to make 
efforts to encourage the use of Indian raw cotton iu Britain. The 
British side also recognised the need of the Indian cotton textile 
industry for protection and undertook to assist it by encouraging 
the use of Indian cotton goods in the Colonial markets. Under 
this agreement, the concessions given by the Indian side were 
substantial, while those given by the British side were, to a 
c«m tain extent, illusory. The fact that the British side agreed 
to recognise the need of the Indian industry for protection was 
unnecessary, for the Fiscal Commission of 1921 had recommended 
discriminate protection for Indian industry and the recommenda- 
tion^ were already being implemented. Thu Indo-British Agree- 
rnent expired in 1935 when a special Textile Tariff Board was 
appointed as a result of whose recommendations the duties on 
British goods were reduced. 

Conditions were improving before World War II broke out. 
■Japanese competition was becoming less intense as a result of 
the Sino-Japanese War; but signs of depression were noticeable 
just before the outbreak of World War II when the Bombay 
Millowners* Association was planning to curtail production by 
mutual agreement. The situation, however, took a different 
turn with the outbreak of the War in September, 1939. 

During World War II, the main feature of the industry 
was that production increased to capacity. By working double 
and treble shifts and by rationalisation of production, the out¬ 
put increased rapidly during the years 1940-45. The peak out¬ 
put of 4,800 million yards was achieved in 1944-45; but produc¬ 
tion began to go down thereafter. There was a rigid price 
control, which lei to a sharp fall in profit margin and there 
were difficulties in getting adequate supplies of cotton at econo- 
mi * prices. 

Before the War, Japan wu* the leading supplier of cotton 
textiles to the east. In Dacember, 1941 when Japan entered the 
War, the trade with that country was stopped, an! the Indian 
cotton textile in lustry enjoy el n o j n/etrfy lopolisfcic posi- 
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fcion. The demand from overseas was increasing and war orders 
were also growing in volume. Inflationary conditions also led to 
a rise of the domestic requirements for civil purposes. As 
pointed out above, the cloth production increased from about 
4,000 million yards in 1938-39 to 4,800 million yards in 1044-45; 
but the industry was unable to meet the growing demand and 
the prices were pushed up to four times the pre-war levels. 

The Government of India issued the cotton cloth and yarn 
(control) order in May 1913. Tt was base 1 on an agreement 
between the Government of India and the representatives ef tho 
textile industry. It was intended to reduce prices and stimlate 
production by controlling the cost and supply of mill stores and 
by regulating the price of raw cotton and by superintending tho 
distribution of cloth from the mills to the retailers. The re¬ 
duction in output due to coal shortage and hartals on the one 
hand and growing demand on the other made the task of the 
control authorities very difficult. In the following two years, the 
prices stamped on the cloth were brought down by about 00 per 
cent.; but the full benefit theieof could not be passed on to the 
consumer because of black marketing and largo scale hoarding. 

Two Main Handicaps in the Past 

At this stage refeience may be made to two main fit*tots 
which handicapped the industry in the pid>. One was the 
policy of the Government of India which up to the depression of 
the thirties tried to safeguard the interests of the Lancashire 
mills and ‘the second was the large quantity of surplus cotton 
that was being grown in this country.’ This latter factor proved 
a handicap because in the anxiety for finding a market for 
surplus cotton, a part of the domestic market in India had to be 
reserved for foreign cotton manufacturers. This was noticeable 
in the trade treaties which were entered into with Japan an I 
England, under which the intake of cloth from those two coun¬ 
tries was closely related to the quantity of Indian cotton which 
they Were willing to purchase. 
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The Cotton Excite 

Two instances of the policy of the Government of India in 
safeguarding the interests of the Lancashire mills may be given. 
One relates to the history of the cotton exoise and the other 
relates to the growth of labour legislation in the country. It 
was in 1886 that an excise duty of 3J per cent, was imposed as 
a revenue measure initially: but later it was utilised as a weapon 
for neutralising the effects of import duties on Lancashire goods. 
Tn World War I, the Government raised the import duty on 
cotton fabrics to 7| per cent., which in 1921 was raised to 11 
per cent., tho excise duty rotnaming at 31 per cont. In 1922, 
imported cjttnn yarn wis subjected to a revenue duty of 5 per 
cont, and the excise duty was mvle applicable to yam also. The 
imposition of the excise duty was protested against by the 
public. The protests g iin31 considerable mo n? ibum in 1923- 
25, when the Japanese competition became sevore. The duty 
was suspended in December, 1925 an 1 abolish *1 iti Mirch, 1926. 
It was first reintroduced after a lapse of 23 years on 1st January 
1949 on superfine cloth. Two months later, it was extended to 
cover all woven goods at the rate of 25 per oent. on superfine 
cloth, 6} per cent, on fine and 3 pics per yard on coarse and 
medium goods. On 1st March, 1950, the rate of duty was re¬ 
duced to 20 per cont on superfine and 5 per cent, on fine, while 
that on coarse and medium cloth it remained unaltered at 3 
pies per yard. With the abolition of the salt duty, the Govern¬ 
ment had to find alternative source of revenue, which would 
provide a steady yield for the exchequer. The excise duty is 
now a p-nm merit measure of fiscal policy. 

Labour Legislation 

The Lancashire manufacturers ako brought pressure to 
bear upon the Secretary of State for India to pass labour legis¬ 
lation in the country to protect the interests of labour. The 
real reuse n was the effecl of the growth of the textile industry 
in India on Lancashire for whose goods Indian maikets were 
in secured. The result was the enactment of tho Indian 
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Factories’ Act of 1881. This piece of legislation l&id the founda¬ 
tion of factory legislation in India; but the Tea] motive whs the 
safeguarding of Lancashire interests. 

Protection to the Industry— The industry got piolection 
in 1927 when it had ahoady become developed and 
when it had attained SO pei cent. of its phstil si/e* In fail, 
the fiist survey was conduct* d by the Taiiff Board in 192(1, 
whoae report was published in 1927. The Board suggested 
improvement in labour conditions and in iutunal oigiunfoitum 
and the development of now lines of production, foi example 
the establishment of the cotton punting industry. Attention 
was nbo recommended to bo paid to the development of the 
foreign market<* like tlio.se in lian aud Iraq 

With regard to protection, the Boaid recommended the 
raising of the nnpoit duty irom 11 to 15 per cent., bountiy on 
the spinning ol higher counts of yam aiul the exemption ol 
textile machinery and mill stores from import duty. The 
Government accepted only the last recommendation and as a 
result of protests by the inillownc rs, protective duties uoie 
imposed on cotton yarn to the extent of 5 per cent, (td "alurem 
or 1J annas per lb., wh‘elie\er higher, up to ‘Mst M licit, ID*50. 
The duty on machinery and mill stoics was icmoved. 

This protection was inadequate and confined to yarn only 
with the result that when competition from Japan gained 
momentum and the depression ->et in, the Government was 
forced to grant protection to piecegoods for the first time m 
1930 and the tariff duty was mised (hrice between 1930 and 
3 933. As a result of Hardy’s 1 eport, the Cotton Textile 
Industry Protection Act was passed in Apiil, 1930 to give pio- 
tection against Japan uj) to 31st Mai eh a 1933. The gen* ml 
duty was raised to 15 per cent, ad valorem with a minimum 
duty of annas per* lb. on the plain grey goods to enable 
Bombay to organise itself financially and technically. A special 
protective duty of 5 per cent, was imposed on nbn-British 
goods. 
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The duties) were altered further in 1931, first under the 
Indian Finance Act of March, 1931 when an additional duty of 
5 per cent, ad valorem was imposed on imported oottoo piece 
goods, and secondly, under the supplementary Finance Act of 
November, 1931 under which a surcharge of 25 per cent, was 
imposed on all the existing import duties. Thus the import 
duty came to 25 per cent, ad valorem or 4J annas per lb. which¬ 
ever higher, in the case of plain grey goods of British manufac¬ 
ture, and 31J percent, ad valorem or 4| annas per lb. which¬ 
ever higher in the case of non-British plain grey goods. On 
other goods, the duty was 25 per cent, on British goods and 
31^ per cent, on non-British goods. On artificial silk goods 
imports, the duty was 40 per cent, which was intended to help 
the Indian cotton textile industry. 

Another enquiry wa* made In the Tariff B >ard in 1932. 
The duties imposed under the Act of 1930 were to expire on 31st 
March, 1933. Hence in April, 1932, the Tariff Board was asked 
to enquire into the protection of the cott n textile industry of 
the country. Meanwhile, the Japanese exchange depreciated 
considerably, reducing the rupee prices of Japanese piece goods. 
Hence the import duty on non British cotton piece-goods was 
raised fiom 31^ per cent, to 50 per cent, ad valorem , and the 
minimum specific duty on plain grey goods not of British manu¬ 
facture from 4| to 5J- annas per lb. from 30th August, 1932. 
With effect from June 7, 1033, these duties were increased to 
71 per cent, ad valorem and 0* annas per lb. respectively against 
Japan, The duties imposed in 1930 were continued up to 31st 
October, 1933. This period was again extended to 30th April 
1934. Thus between 1930 and 1933, the duties were increased 
as follows:— 

British Non-British 

# per cent. per cent, 

19f0 piec^ goods 15 ad valorem 20 ad valorem 

1931 piece goods 25 ad valorem or 31 } ad valorem or , 

4f annas per lb. 4} annas per lb. 
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Yam 6J for both British and non-British 

1932 Piecegoods 50 per cent, ad valorem 

or 5\ annas per lb. 

1933 piecegoods 75 per cent ad valorem 

and 6} annas per lb. 

Abrogation of the Indo*Japanege Trade Convention 

The heavy increase in the duties in 1931, 1932 and 1933 
was directed against Japau. In 1933, the duty was raised to 
75 per cent. This was followed by the abrogation of the Indo- 
Japanese Trade Convention of 1905 in April, 1933, because the 
Government of India could not impose safeguarding duties on 
Japanese goods alone so long as that Convention was in force. 
In 1934, an understanding was reached with Japan, when the 
duty was reduced to 51) cent, on non-British cotton piece 
goods with a minim i r n of 5} annas p*r lb in the case of plain 
grey goods The duty on Biitish goods remained unchanged 
throughout until 1935, when it was reduced to 20 per cent, ad 
valorem , with a minimum specific duty of 31 annas per lb. The 
Act of 1934 under which the duty on Japanese goods was re¬ 
duced to 50 per cent, ad valorem was to remain in force up to 
'31st March, 1939. 

The Government of India appointed a special Textile 
Tariff Board in 1935 to recommend protection against imports 
of cotton piecegoods from Britain. The Report of this Board 
was published in Juno 1936. It recommended that the duty on 
British goods should be reduced to 20 per cent, ad valorem or 
3} annas per lb. whichever higher. The duty on bordered grey, 
bleached and coloured piecegoods other than prints should bo 
reduced from 25 to 20 per cent, ad valorem. The duty on cotton 
yarn was to remain as before. 

In 1939, when a fresh Trade Agreement with the U. K. 
was oonoluded, the import duty was revised in a downward 
direction and linked with the quantity of imports on a sliding 
scale. The protective duties on British cotton goods were 
reduced to 17} per cent, ad valorem on printed goods, 15 per 
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rent, ad valorem or 2 annas 7| pies per lb. whichever higher, 
on grey goods and 15 per cent, ad valorem on all others. These 
were the basic duties. A minimum import quota was granted 
to the U. K. which was 350 million yards. The basic duties 
were io be reduced by 2£ per cent, if the imports of cotton 
goods from the United Kingdom in any cotton piecego.rts year 
fell below 350 million yards. Tn case the imports evceeded the 
maximum of 500 million yards, the rates wore to be increased 
above the basic duty. Without going into further details, it 
may be said that the duty on non-British piecegoods remained 
unchanged throughout at 50 p*r cent, al ualorem , it was only 
12| per cent, on greys and others ond 15 per cent, on piinted 
piecegoods in the case of Britain. 

The tariff protection of Ihe thirties of this century was 
helped by the Swadeshi movement, which was started by the 
Indian National Congress under the leadership of Mahatma 
Gandhi. It gave a great help to tlic industry against foreign 
competition. 

The last war brought improvement in the industry. Im* 
porta of piecegoods were negligible after 1341. After the estab 
bailment of the Eastern Group Supply Council, there was an 
immense increase in war orders. Expoits of cotton manufactures 
increased to South and Went Africa, the Middle East, Australia, 
Malaya and ihe Dutch East Indies. The prices of cotton goods 
rose so high that the Government had to intervene to protect 
Hie interest of the consumer. A scheme of producing cheap 
standard cloth was put into operation for the benefit of the 
masses. In May, 1940. an interim plan for the cotton industry 
was announced by the Government of India. The target of mill 
production for five years was placed at 0,500 million yards per 
year, and for hand-loom at 1,500 million yards per year. This 
was expected to raise the per capita consumption to 18 yards, 
leaving 800 million yards for export; but it has not been 
achieved. 

The tariff duty lemained unchanged during the War and 
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the question of protection was to be investigated in the post war 
period, The Tariff Board recommended the abolition of pro¬ 
tection and the continuance of the existing duties as revenue 
duties. It also recommended that a tariff enquiry should be 
guaranteed to the industry when the import of cotton piece- 
goods exceeded a monthly average of 25 million yards for three 
months. This was recommended to determine whether the 
imports affected the position of the industry so as to require 
protection. With effect from 1st April, 1947 the Central Gov¬ 
ernment converted the protective duties into revenue duties on 
cotton cloth and yarn. This means that the industry has been 
removed from the list of protected industries. * 

Present Handicaps—The industry is suffering from several 
handicaps which should be removed early so that its competitive 
capacity miv nob In adversely affected. Firstly, the 
industry need^ to be re equipped and modernised as has been 
the case in other countries. Secondly, the coat of machinery mid 
plant imported from foreign countries is growing higher as 
foreign price level ia rising. Hence efforts should be made to 
manufacture machinery in the country, and agreements should 
be entered into with countries so that plant manufacturing 
'machinery may be supplied by them. Thirdly, ,tho cost of pro¬ 
duction is high because of the high cost of raw material, and 
low productivity of Indian labour. The partition of the country 
has also adversely affected the industry, particularly in respect 
of getting raw material. These difficulties should be removed. 
Productivity should be increased, particularly from the long 
►period point of view, so that the industry may be able to face 
foreign competition in the long run. From an immediate point 
of view, there is a shortage of I he production of piecegoods even 
to meet the home demand, and efforts should be made to aug¬ 
ment production. The Iudo-Pakistan Trade Agreement, which 
came into force from February 26, 1951 for a period of one 
year should ease the situation somewhat by facilitating the 
imports of raw cotton. 



CHAPTER XXIV 
THE JUTE MILL INDUSTRY 


The jute industry occupies an important position in the 
national economy of the country. There are about 112 mills 
in the Indian Union to-day wi f h a total loomage of 68,014. 
During the jute season 1948 49, Indian mills produced 1,081,000 
tons of jute goods, as compared with 1 076,000 tons in 1947-48. 
872,000 tons of gunnies were exported in 1948-49, and the 
estimates for 1949-50 show that 52 lakh hales were consumed 
by t he Indian mills. The authorised capital of the industry is 
about Rs. 24.88 crores, and it gives employment to more than 
three lakhs of workers. 

The first jute-spinning mill was started at RiBhra near 
Rerant pore in Bengal in 1865, and the first power loom was set 
up four years later in 1859. By 1900, the industry was firmly 
established with 16,336 looms and it gave employment to over 
a lakh of workers. 43 per cent, of the looms then were cugaged 
in the manufacturing of sacking. In the beginning, the industry 
enjoyed periods of great prosperity. Prom 1868 to 1873, the 
mills earned great profits and distributed dividends, ranging 
from 15 to 25 per cent. Hence a large number of mills were 
*et up, leading to overproduction and declining profits. The 
industry then passed through a crisis and many mills had to be 
closed down. • 

The industry became prosperous in World War I, when it 
was called upon to meet the demands in the various theatres of 
the war for sand bags for the trenohes and jute canvas cloth 
for war purposes. For many years, jute goods were manu¬ 
factured in Britain and Dundee was the principal centre of 
manufacture. Caloutta has taken a large part of the trade ufg 
Dundee. In 1928-29, the value of jute manufactures exported 
by sea came to R«. 56'9 crores; but the average value of the 
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exports in tho period 1879-80 to 1883-84 was only Rs. 1.2 erores. 
In 1933-34, the value dechned to Rs. 21,38 crorcs. 

Out of 112 mills in India, 101 arc concentrated mostly on 
the Hooglily in Calcutta, four each in Madras and Bihar, and 
three in Uttar Pradesh and one in Madhya Pradesh. This con¬ 
centration is due to the fact that raw juto is mostly grown in 
east Bengal. This is clear from the fact that the total area 
under jute on the eve of partition stood at 19*11 lakh acres, 
estimated to yield 56.48 lakhs of bales. Of this the rest of 
India and West Bengal together arrounte I for only 7,60,000 
acres under jute in 1948-49, with an yield of 20.27 lakh bales. 
This drastic reduction in acreage effected ! y the partition cut 
off the jute mills, all concentrated in the Indian Union, from 
their traditional sources of raw jute supplies coming from areas 
now included in East Pakistan. Hence the industry had to 
depend upon the local supplies. 

In 1900, India exported jute goods of the value of Rs. 7 
croros; whereas the exports in 18 80 were of the order of 
Rs 2.43 erores. At that time, the cloth of the coarser varieties 
’was manufactured and labour was practically unskilled. The 
Calcutta mills produced bulky goods which were either used in 
the Indian markets or in foreign markets, where Indian hand- 
loom products were familiar. Attention was not paid to the 
production of goods of finer quality. Hence the Dundee goods 
were superior. 

Organisation of the Industry—The Indian Jute Manufac¬ 
turers’ Association was set up in July, 1884. Il continued to 
function till 1902, when the Indian Jute Mills’ Association came 
into existence to organise tbe industry on a broader basis by 
bringing within its fold a larger number of jute pioducerti. By 
this time, tho jute mills had learnt the benefits of mutual assis¬ 
tance and co-operation with one another for the progress of all. 
It was in 1886 that the first short term agreement was signed. 
Jit provided for the curtailment of working hours, and sealing of 
a certain percentage of looms. In the present century, from 
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time to time voluntary controls -were set up by the industry to 
regulate production in response to demand. In 1900-01, there 
was a minimum pi ice agreement, and in 1900 for six months, 
from 1908 to 1909 for a period of 18 months, and from 1910 to 
1912 for 21 months short working was resorted to in order to 
regulate production in response to demand. 

In the depression period, and particularly during the ten 
years ended in March, 1930. a policy of curtailment of produc¬ 
tion was in force, The mills in the membership of the Associa¬ 
tion worked 40 hours a week and J5 to 10 per cent, of looms 
remained sealed between 1931 and 1933. The mills who were 
not parties to the restriction scheme did not co-operate with 
the Association Hence the percentage of looms sealed had to 
be reduced. Thereafter trade conditions improved. Agreement 
could not be reached with the non-Association mills and the mill* 
of the Association were, therefore, permitted to work without 
any restriction either in respect of the hours of work or machi¬ 
nery. By September, 1938, there appeared to be a major ciivs 
in the industry. The Sta.e Government, therefore, intervened, 
assumed control over the industry and limited the working hour* 
to 45 a week. An agreement between the As* iciation anl the 
outside mill* was concluded in January, 1939 and a supplemen¬ 
tary agreement in the same year limited tho hours of work to 
45 per week, and 20 per cent, of lhe hessin and 7J per cent, of 
the sacking looms were sealed. In the same year, tho Govern¬ 
ment fixed the minimum piic?s of raw jute and hessian.' 

Thus control* due to raw material shortage or due toexees* 
si\e production, leading to unsold stocks, continued to be it 
featuie of the industry tlnoughout its career. Before the Indo- 
Pftkistan Trade Agreement of Pebruaiy, 1951, the industry 
worked only 42^ hour* per week owing to lack of raw jute sup¬ 
plies* In ^September, 1949, Pakistan’s decision to maintain the 
parity of its currency with the dollar implied an appreciation of 
tbs Pakistan rupee in terms of the Indian rupee. The resulting 
lise in the prices of Pakistan products for Indian buyers createo 
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serious problems, particularly to the jute industry whioh depen¬ 
ded to a ’arge extent on Pakistan for its supplies of raw jute. It 
was not possible 1o work the jute mills at a profit if the raw 
material had to be purchased from Pakistan at a premium of 44 
per cent, in Indian money. Even before devaluation, price 
resistance had been developing for jute manufactures, especially 
in American markets, and consumers were switching over in an 
increasing measure to substitutes. Consistently with the long¬ 
term interests of the industry it was not considered safe to raise 
the price of jute products to cover the higher cost of the raw 
material This applied particularly to markets in countries whioh 
had devalued their currencies by the same margin as the Indian 
rupee as in other oases a rise in the rupee prices of jute products 
by the margin of devaluation need not raise their prices in terms 
of the national currencies. The Indian Jute Mills Association, 
therefore, decided to suspend the purchase of raw jute from 
Pakistan. The industry, therefore, began working only 42$ 
hours a week. * 

Under the trade agreement of February 25, 1951 with 
Pakistan, India will get 13 5 lakh bales of raw jute befr re June, 
ltf5i and another 25 lakhs before the end of June, 1952. This 
will gave the needed relief to the industry. In September, 1949, 
when India decided to devalue, it did so because then it was 
unable to sell its jute manufactures to the woild at rurauuerative 
prices. At the time of the Agreement the position is that, even 
after levying an export duty of Rs. 1,500 per ton, the price of 
jute • manufactures leaves a very clear margin of profit to the 
exporter, and much larger quantities than are available can still 
be marketed. Hence India has agreed to offer to Pakistan higher 
jute prices than what were practicable in »Sep1ember 1949. The 
agreement will thus gi\e the needed relief to the industry. 

Raw Jute Trade Control.—In December 1950, the West 
^engal Government passed an Ordinance, banning the purchase 
of taking delivery by any mill of raw juto direct from any seller, 

• Report on Currency and Finance for 1949-59, page 105. 
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dealer, or bailer, except through the intervention of the Central 1 
Jute Board, which was constituted under the Ordinance. The 
reason for the Ordinance was that sales of raw jute were taking 
place at prices much above the maxima fixed by the Government. 
This Ordinance was. therefore, promulgated to ensure the supply 
of raw jute to jute mill^ at controlled prices. Control was also 
imposed on export price*, both of which were removed in March, 
1951. 

Jute Cultivation.—Jute Cultivation in the past, was neglec¬ 
ted. The State did not realise the importance of the crop to the 
economy of the in histry up to the thirties of this centuiy. 
Before that year, the pressure of the Dundee manufacturers led 
the Government to encourage the distribution of better seeds. In 4 
1931 and 1932, the raw jute prices collapsed. Hence the 
Government of Bengal appointed the Julo Enquiry Committee. 
It recommended the regulation of cultivation au a result of which 
a scheme was introduced in 1935. In the Indian Union the 
regulation continued up to 1947, and it continues even now in 
Pakistan. In 193(5, the Indian Central Jute Committee was 
appointed to encourage scientific cultivation of raw jute. Its 
work has beooim important in view of the Government's self- 
sufficiency programme in raw jute. Efforts should be made by 
India to acquire self-sufficiency in raw jute production so as 
to ensuio sufficiency of supplies for the manufacturing 
industry. 

Long-term difficulties 

There are certain difficulties which the industry has to face 
from a long term print of view. In foreign countries, there i3 
the threat of growing substitutes of paper and cotton bags. 
Secondly, the industry compares unfavourably with its foreign 
counterparts in Scotland, Franco and elsewhere in respect of 
productive efficiency. Hence the industry must be reorganised 
and its methods of production and marketing must be improved 
It must also enlarge the variety of its products to suit the diver¬ 
sity of demand. As a result of the stimulus given by the Indian 
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Jute Mills’ Association, the industry is manufacturing several 
special lines of fabrics like rugs and carpets, upholstery fabrics, 
with floral or other intricate designs, and its main lines, hessians 
and gunnies have not been abandoned. But much remains to 
be done by way of specialisation, so that the industry may hold 
its own in the world markets against growing competition from 
jute goods and substitutes in foreign countries. 

The industry must have a bright outlook in view of its 
rich experience acquired during the last 150 years of its exis¬ 
tence. It is well-organised and can weather the storm that it 
may be called upon to face. Scarcity of raw jute of tho right 
typo is its main difficulty, and it can be overcome by means of 
research in the field ami the factory. The Indian Central Jute 
Committee and the Indian Jute Mills’ Association should make 
efforts in this connection. The main difficulty with regard to 
the production of raw juto is the difficulty if diverting land from 
food crops to jute cultivation. This is, however, not beyond 
solution if cultivation methods aro improved. 



CHAPTER XXV 
IRON AND STEEL INDUSTRV 

Steel is the most important of the basic industries of the 
world. Its importance in the national eoonomv of a country 
cannot be exaggerated. In their industrial policy of April, 1048, 
the Government of India have laid down that in the case of 
many industries, including iron and steel, the State will be ex¬ 
clusively responsible for the estatablishment of new under¬ 
takings, exoept where, in the national interest, the State finds 
it necessary to secure the co-operation of private enterprise, 
subject to the regulation and control of the Government. 

India has long been famous as a manufacturer of iron and 
steel. The art of smelting and welding iron and of making 
steel was known in the country in pre-historic times. The 
industry met the local needs and it also enabled the country to 
export itH finished products to foreign countries. These goods 
enjoyed world-wide fame. The famous iron pillar near Delhi is 
over fifteen hundred years old. It testifies to the amount of 
skill in manufacturing wrought iron, which has been the marvel 
of all who have cared to aocount for it. The Damascus blades 
of world-wide repute were made out of material furnished from 
Indian Bteel. Indian steel waB widely in demand in foreign 
countries for making numerous articles. Historical evidence goes 
to show that two thousand years back, the manufacture of steel 
and wrought iron had reached a high state of perfection in India. 

The case is, however, different to-day, when the produc¬ 
tion of steel in the country is much too small to meet the 
growing needs of our people. The history of manufacturing 
steel on modern methods is hardly half a century old. Early 
attempts were made by Europeans to manufacture iron in blast 
furnaces in the Salem, Arcofc, and Malabar Districts of M ad ra s , 
in Birbhum in Bengal, and Kumaon in the Punjab. In Bpite 
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of the help extended to these efforts by the East India Com¬ 
pany, these early efforts proved failures. Of these early efforts 
the Barakar Iron Works, winch were taken over by Messrs. 
Martin and Company of Calcutta in 1889 were the only survivor. 
They were subsequently remodelled. Later, ihis became the 
Bengal Iron aud Steel Company, which was recently amalga¬ 
mated with the Indian Iron and Steel Company. Until 1909, this 
Company was using the iron-stones of the Raniganj Coal fields 
as are, when the rich hematite ores of Singhbhura were Found. 

The credit for laying the foundation of modern iron and 
steel production in India goes to the enterprise of J. N. Tala, 
whose prospecting license was obtained in 1909. The Company 
was established at Sakchi in the Singhbhum district in 1907, 
and the works began to be constructed in 1908. It was in 
December, 1911 that pig-iron was first produced, and steel was 
produced in India for the first time on modern lines in 1913. 
The whole plant was in full production by 1916 under the 
stimulus of the War demand. The works proved of invaluable 
assistance in World War I, when large quantities of mils and 
sleepers for military railways were provided in Mesopotamia, 
Palestine, East Africa and Salonika. An extension scheme was 
completed in 1924. The old plant turned out finished steel 
products like rails, heavy structural^ ns beams, angles, etc., 
bars, light structural, light rails and fish-plates. Since 1920, 
the new plant has been producing plates, sheets, sheet bars aud 
sheet sleepers. In the wake of the Tata Company, the Iron 
and Steel Company was floated in 1918, and the Mysore Iron 
Works started production in 1923 in blast furnace using char¬ 
coal fuel. The Steel Corporation of Bengal in the latest addition 
to the list of producers in the country, which began production 
in 1939. Thcio arc also a few minor produoeis near Calcutta, 
such as the National Iron and Steel Company and others. There 
are also several foundries and lolling mills, fabricating articles of 
iron and steel. 

The expansion of the industry under the stimulus of pro- 
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tcction is indicated by the figures of production and imports, 
At the beginning of the present century, the production of pig 
iron was 35,000 tons, which wmt up to 1,576,01) tons in 1938- 
39. The exports came to 514,0)0 tons of the value of Rs. 2*56 
crores. Japan, th A Unite! Kin^lom and the U. S. A. have 
been the principal customers of Indian pig iron. The quality of 
the product compares well with that of the continental coun¬ 
tries. The production of steel was 139,433 tons in 1916-17 and it 
increased to 599,505 tons in 1927-28. The production of finished 
steel ro^ from 98,726 tons in 1916-17 to 428,651 tons in 1927-28. 
In 1938 39, the production of steel ingots was 977,000 tons and 
that of finished stceJ 726,000 tons. The iron and steel industry 
got an impetus as a result of the rearmament programme before 
World War II, and the Indian industry took advantage of that 
situation. 

Much of the development of the industry can bo traced to 
the inter-war period. The protection enjoyed by the industry 
from 1924 to 1947 and the outbreak of the Second World War 
accelerated this process greatly. Before the War of 1939, India 
was producing about 1,750,000 tons of pig iron, of which nearly 
00 per cent, was used for making steel. The remainder was 
partly exported and partly used by foundries in the country. 
The country imported about 1,590,000 tons to 300,000 tons per 
annum, hinging the total consumption of steel to nearly a 
million tons. Before the War, India made considerable progress 
in the production of steel; but its place among the steel pro¬ 
ducing countries of the world continued to be low. In 1939, 
iion and steel casting produced in the country came to 750,000 
tons as compared to 7,055,000 tons in Jap in, 13,119,000 tons in 
the U, K., 20,719,000 tons in the U. H. S. R and 52,798,000 
tons in the U. S. A. 

Second World War—Vast additions took place during the 
Second World War. The Tatas added a magnesite plant for 
production of pea-size magnesite and magnesite bricks in the 
first year of the War. Some other extensions also took place. 
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The Mysore Iron and Steel Woiks added a 25 ton blast furnace, 
with two electric furnaces calculated to increase production to 
over 50,000 Ions. Ferro-silicon of the required quality was 
produced for the fir*t time in Mysore in India, The Tata 
Engineering and Locomotive Manufacturing Company was estab¬ 
lished to manufacture boilers and locomotives in Jamshedpur. 

» 

The most significant development during this period was 
the manufacture of alloy and tool fleets. High speed steels for 
machine tools, high carbon stool* fur the manufacture of mint 
die and certain types of pliin carbon for high explosive shells for 
ordnance purposes were other war tim developments. Nickel 
h fed routes for min earring and special high alloy nickel 
manganese stool vere also manufactured during the War. These 
rh volopmonts are no* 1 M 0 but they are nothing as compared 
with those winch took plane in other countries. 

Protection to the Steel Industry -The Indian Fiscal Com¬ 
mission of 1921 recommended discriminate protection, which was 
gi\ en to the iron and steel industry in 1924. The Tariff Board 
of 1923 recommended that the industry satisfied all the tests laid 
down by the Commission except that relating to labour, which 
*was only a temporary handicap and would eventually disappear. 
The Boaid hold that without protection, tho industry might not 
develop for long and might even cease altogether. Tt was a 
basic industry and it was also essential for military purposes 
and hen"e entitled to protection. The burden on the oonsumer 
would be temporary and widely diffused. 

The Steel Protection Act was passed in 1924 under which 
protection was due to expire on 31st March, 1927. On certain 
artiolcs manufactured from steel, protective duties were applied 
and on others bounties were granted. Bounties amounting to 
Rs. 2*42 crores during 1924-27 were granted on heavy steel rails, 
fish plates and railway wagons manufactured in India. The 
bounties and duties were subject to revision at the end of the 
period. Subsidiary measures of protection were taken to safe¬ 
guard the interests of such industries for whose production steel 
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was required. This was the case with the engineering industry, 
’which was protected by higher duties on imported fabricated 
steel with certain exceptions. 

The protection granted under the Act of 1924 was to expire 
on SI March, 1927, and the question of protection to the industry 
was examined in 1926 and protection for a further period of 
seven years was recommended. This time protoction was to be 
given in the form of increased import duties and not by boun¬ 
ties on production as the grant of bounties for seven years would 
have been very costly. The new Act came into force on 1st 
April, 1927, which provided for the imposition of different rates 
on certain iron and steel articles. The duty on goods of non- 
British origin was higher than on British goods. The Govern 
meat held that different duties were necessary on standard and 
non-standard steel to distribute the burden equitably on different 
classes of consumers; but the opponents opposed the principle of 
preference to British steel. 

The Ottawa scheme of preferences came into force from 
1st January, 1933. Under this scheme, the preference exten¬ 
ded only to those commodities which were not subject 
to the protective duties. In September, 1932, there 
was a supplementary agreement regarding iron and 
steel, under which the Indian import duty on galvanized sheets 
was adjusted as below : Rs. 30 per ton on sheet made in the 
United Kingdom from Indian sheet bar; Rs. 53 per ton on Bheet 
made in the United Kingdom from other sheet bar; Rs. 83 per 
ton on sheet not made in the United Kingdom. 

The operation of the protective duties imposed under the 
Act of 1927 was extended up to the 31st October, 1934. From 
1st November, 1934, the new scheme of protection came into 
force, which was recommended by the Board. Protective duties 
were considerably reduced as a result of which there was a fall 
in revenue. Hence an excise duty of Rs. 4 per *.on was imposed 
on the production of steel ingots in British India, and a counter¬ 
vailing customs duty was also imposed. This was additional to 
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tho protective dulios recommended by the Board and alternative 
to the ad valorem revenue duties on articles for which protection 
was not recommendod. The supplementary agreement was 
terminated in 1934. 

The policy of protection proved helpful to the industry; 
otherwise it might not have been able to stand against foreign 
competition of the thirties of this century. The protection given 
between 1924 and 1927 was inadequate and the industry was 
able to hold its own with difficulty. None tho less, the industry 
made appreciable progress. There was an increase in output and 
in the efficiency of labour. The number of foreign hands was 
reduced and so wa^ the ca«e with the working costs, There was 
a considerable improvement in the conditions of labour in respect 
• of wanes, housing and other amenities of life. The reduction 
in the cost of production stabilised and improved the industry, 
and imports declined. 

Before 1914, India depended upon imports in respect of 
iron and steel, but this is not the case now, though our consump¬ 
tion of steel is below the levol of 1914. Hence production should 
bo considerably speeded up to cope with tho growing industria¬ 
lization of the country and to meet the needs of defence. 

Pott-war position —After World War II, the Indian 
steel industry has been facing hard times. There has been a 
groat increase in the internal demand for iron and steel products, 
'but production in much behind demand. The existing steel works 
have a capacity of one million tons; but the estimate of the 
demand is 2\ million tons. It was in 1945 that the Iron and 
steed Panel recommended the erection of two major plants of 
50,000 tons each and the sites were also decided at an estimated 
cost ol Rs. 90 crores; but nothing has been done further. Of 
course, the Fuel Research Institute was opened in Digwadih 
and the National Metallurgical Laboratory was set up in 
Jamshedpur. Financial stringency has stood in the way. It is 
suggested that ‘private capital could perhaps have come out, but 
for the aggravation of the atmosphere of uncertainty by the 
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industrial policy declaration in 1048. * 

The Government could not open new steel industries, 
Honce it sanctioned two Joans oi Rs. 3j crores and Rs. J1 croret*, 
respectively to the Steel Corporation of Bengal ancl the Indian 
Iron and Steel Qompany to iuciease thejr production oi finished 
steel by about 200,000 tons so that their total production might 
rise to 450,000 tons. A suju of Ra. 15,50,000 was also given by 
the Government through the Industrial JFinanco Corporation to 
many foundries to augment their production. Other loans are 
also likely to be given to the Tata Iron and Steel Company and 
the Mysore Iron and Steel Works to increase the annual produc¬ 
tion from 750,000 tons to 031,000 tons in the former ease and 
from 35,000 tons to 60,000 tons in the latter ease. The following 
table indicates the total production of steel ingots and 
castings :— 


Year 

Production 

i:m 

12,93,291 tons 

1947 

12,55,849 „ 

1948 

12,55,880 „ 

1040 

13,52,884 „ 

Jan to Aug. 1950 

9,33,418 „ 

The annua! installed 

capacity is 16,44,000 

following table gives the production of finished steel 

Year 

Production 

1038 

702,000 tons 

1944 

934,000 

1945 

954,000 „ 

1946 

806,000 „ 

1947 

893,000 „ 

1048 

854,000 „ 

1949 

927,000 „ 

* $cc CartudCTce, Dfecernter, 

f950, page 1189. 
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The following table gives the position of imports of iron 
and steel into the country :— 


Year 

Imports 

1945-40 

112.329 tons 

1946-47 

05,075 ,, 

1947-48 

94,931 ., 

1048-49 

136,960 „ 

1940-50 

167,401 „ 


Factors hampering development — Many factors are 
hindering the development of the industry in the country. 
Firstly, there is the paucity of capital and piivale capital is why 
for various reckons; while the Coveimment is unable to provide 
finance for starting new concerns. Secondly, the fear of nationa¬ 
lisation is hampering private capital. Ten years is too short a 
period for induciug industrialists to undertake any development 
programmes. Thirdly , the average labour cost has gone up, but 
the average output of finished steel per employee has gone down. 
In 1939-40, the average labour cost per employee at Jamshedpui 
was Rs 31*54 and the figure rose to Ha. 1)2*00 in 1949-49; but 
the average output per employee went down from 24*30 tons in 
1939-40 to 10*30 tons in 1948-49. Thus the remuneration oi 
labour increased three times; but the output lell by 32 per cvip. 
Fourthly , the industry is mechanised as in other countries; hub 
it is employing under compulsion about four times as in my 
hands as foreign firms. Fifthly, tho machinery of many 
of the concerns has finished its useful spun of life, apart f/om 
the wear and tear caused by the last war. 

Control Over Prices 

In 1939, the Government of India arrived at an tu ran la¬ 
ment regarding prices with the Tata Iron and *StecI Company 
for the supply of steel for war requirements. This control has 
been in operation in one form or another til) now. There wore 
three stages of this control. The first stage extended from 1st 
October, 1939 to 30th June, 1944, when the control existed only 
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in respect of prices for the supply of war requirements. There 
was no statutory control over commercial prices and the main 
producers were free to change the prices in this sector as they 
liked. The second stage extended from 1st July , 1944 to 31st 
March, 1946. In this stage, commercial prices were also 
brought under control; but the retention prices fixed for the 
main producers were different for war purposes and for com¬ 
mercial purposes. The third stage commenced from 1st April, 
1946 under which retention prices required for war purposes 
w ero abolished. Since then, the retention price in operation 
has been that relating to commercial leqmrements. The Tariff 
Board made an enquiry into the question of fair retention 
prices and in its report in 1949, the Board recommended, inter 
alia , that different ex-works retention prices should be allowed 
to the Tata Iron arid Steel Company and the Steel Corporation 
of Bengal, for the costs of tho latter were higher than those of 
the former. The Government did not, however, accept this 
recommendation, and the sales retention prices were revised as 
from 1st May, 1949. On a representation by tlie Steel Corpora 
lion of Bengal, the Government has agreed to order a further 
enquiry by the Tariff Board in respect of the retention prices of 
steel to the Corporation. 

With regaid to the luime of the industry it may be said, 
India 1ms ahum Mil reserves of high grade iion oies It is estima¬ 
ted that in Bihar and Oiis>u about 8,009 million tons of high 
grade hematite oic^ exist. In addition, the hematite and magnetic 
ores of Madhya Pradesh, Mysore, Madras and Bombay amount to 
about 3,000 million tons. The main drawback in the utilisation 
of these assets is the lac k ol metallurgical coal whose reserves are 
expected to last for 75 years only. The question of the conser¬ 
vation of these coal reserves is of great importance* The 
Government of India fully alive to this situation. The inter¬ 
nal market is wide and it is rapidly expanding. There is also 
tho South-East Asian market. Hence the future of the industry 
is bright 



CHAPTER XXVI 
THE SUG\R INDUSTRY • 

India was probably tho original home of sugar-cane, uud 
taking gur and sugar together, Tndia is the largest sugar pro¬ 
ducing country in the world. The area under cane cultivation 
in our country is about 33 million acres, which is about 2 per 
cent, of the entire cultivated acreage and about 36 per cent, of 
the world’s sugar-cane men. The average yield is. however, 
low and until recently, India depended upon imports of cheap 
foreign sugar. In 1929-30, wo imported 1,012,000 tons ol'sugar, 
valued at about Rs. 16 crores. In 1920, India’s outturn of 
actual sugar per aero was less than one-third that of Cuba, 
one-sixth that of Java and ono-seventh that of Hawaii. 

The imports of Australian and German beet-sugar were 
gradually replaced by growing imports of cane sugar from Java 
and Mauritius. Foreign competition hit the Indian sugar canc 
hard, and before the war of 1914 18, there was some decline in 
the area under cultivation. The loss was inado up by the war¬ 
time rise in values. Tho area under cane remained bteady ovor 
a number of years, the average dining the 20 years ending with 
1930-31 being 2,840,000 acres. In 1930-31, the, total area uiului 
sugar-cane was 2.78 million acres. There win a phenomenal 
expansion of the industry under the stimulus of protection, and 
the area under the cultivation of sugar cano increased to 4.44 
million acres in 1036-37. In 1938-39, it earuedownto3.il 
million acres, but rose to 4.5') million acies in 1940 41. The 
chief cane growing States arc Utlar Traded., Bihar, Punjab, 
Bengal and Madras, and thus northern India has a predominant 
interest in the crop; but 1 he cane grown in southern India is 
much thicker and finer. 

Tlio growth of the sugar industry in Indi i was rapid after 
the passage of the Sugar Industry Protection Act of 1932. As 
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n r<Miilt uf Hie protection, the number of sugar factories went 
up from f>7 in 11)32 33 to 137 in 1935-30 and the output of sugar 
ms** from 2.00 lakh tons to 11.II lakhs in 1030-37. By 1939-40, 
the output had readied the figure of 12.41 lakh tons and there 
was a glut in the market, ho much so that the two Governments 
of the U.P. and Bihar had to take control of the production of 
siVar and arrange for a progressive reduction of output. The 
lowest limit was reached in 1941-42, when the Indian sugar 
production went down to 7,78 lakh tons. Thereafter the pro¬ 
duction rose because of comprehensive) control imposed on the 
industry by 1042. The production rose to 12.1(1 lakh tons in 
ri43-44 and this figure was surpn* ('(1 only in 1939-40 when 
production came to 13 1 lakh tons. The import of sugar into 
India fell fiorn one million ton* in 1930-31 to 23,000 tons in 
1930-37. India thus became fully sufficient in respect other 
sugar needs. 

The sugar industry is now the st ennd Imgist industry ot 
the country, being next to cotton in import; me, nnd it gives 
employment to over 120 , 1)00 workers. Many factors contributed 
to its growth, the chief of them being tariff protection, low 
prices of land, material and mm binary in the depression. 

Till the grant of protection, the indm-try was not pros¬ 
perous. This was due to several handicaps like the competition 
of foreign sugar, low yield per acre of sugar-cane, absence of 
up to-date method-, of extracting juice, poor yield of molasses, 
difficulty in getting a sufficiently large supply of cane from near 
the factory and the heavy capital charges of the undertakings. 
The fall in sugar pi ice in the inter-war years, in spde of in¬ 
creases in tariff duty from time to time, also added to the 
difficulties of the industry. This fall in sugar prices was due to 
the overproduction of sugar brought about by tho expansion of 
production in Cuba gmd elsewhere in the West Indies. The 
tariff ariangemenU in other countries also contributed to this 
sit nation. 

Protection to the Industry— The Tariff Board recommended 
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protection to the industry in March, 1981 for 15 years. A pro¬ 
tective duty of Rs. 7-4 per cwt. for the first seven years and of 
Rs. 6-4 per cwt, for the next eijjht years was recommended. The 
Act was passed in 1932 under which the protective duty of Rs. 
7-4 pet owt. Mas to remain iu force up to 31 March, 1938, but 
it could be increased during the currency of the Act. 

In April, 1934 an excise duty of Rs. 1- 5 -0 per cwt. or 
Rs. 0-15-4 per mannd was imposed on factory-made sugar to 
produce revenue and to prevont overproduction of the industry, 
brought about hy the artificial stimulus of the revenue surcharge 
of 25 per cent, on the protective duty imposed in September, 
1931. In the same year, i . e. f in 1934, the Sugarcane Act was 
passed, wlrch enabled the Governments to apply schemes fi»r 
enforcing a minimum price for cane to be paid to the cane grower 
by the factory. The Governments of Uttar Pradesh and Bihar 
passed the necessary legislation for regulating the minimum price 
of cane in the interest of the grower. The Government of India 
also agreed to set aside an amount equal t:> one anna per owt. 
representing about Rs. 7 lakhs as a fund to be distributed among 
the provinces producing sugar for assisting the operation of co* 
operative societies among the cane grower* to help them to 
secure fair prices. 

In 1937, the Tariff Board conducted an enquiry to deter¬ 
mine the extent of protection to be given to the industry for the 
remaining period, i. e., up to 31 March, 1946. The Board re¬ 
commended that the protection should continue for 8 years at 
>Rs. 7-4-0 per cwt. exclusive of the excise duty. The Govern¬ 
ment of India, however, decided to fix the amount of protection 
at a slightly reduced rate for a period of two years, Henoe in 
1939, the import duty of Rs. 6-12-0 per cwt. exclusive of the 
revenue duty of Rs. 2, equivalent to the excise duty, was 
imposed In March, 1941, the existing duties were continued 
up to March, 1642 and thereafter, the period was extended up to 
*31 March, 1946. 

The S u g u Syndicate. —It was brought into existence in 1937 
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to prevent internal competition and to check a precipitate fail 
in prices. Over 91 mills became its members. Acts were passed 
in Uttar Pradesh and Bihar under which every mill had to ob* 
tain a licence from the Government to crush cane. All mills in 
these two provinces were to become the members of the Indian 
Sugar Syndicate and to sell their sugar through it. In 1941, a 
Sugar Commission was also set up to exeroise the necessary 
control over the industry through the Syndicate. The Syndicate 
was recently abolished. 

The Problem of Research for the Industry.—The Tariff 
Board of 1931 recommended an annual grant of Rs. 10 lakhs to 
the Imperial Council of Agricultural Research for research in 
connection with sugarcane. The Tariff Board of 1938 recom¬ 
mended an allotment of 3 annas per cwt. from the excise duty 
for central research and assistance to provincial agricultural 
departments. In this connection, it should be pointed out that 
attention should be paid to the manufacture of cheap white 
sugar as well as of gur . The production of the latter in India is 
about 71,00,000 toua of which 4,454,000 was consumed in India 
in 1930 37. The Imperial Cane-breeding Station at Coimbatore 
and the Agricultural Departments are making efforts to increase 
the outturn by introducing improved varieties of cane, The 
Imperial Institute of Sugar Technology at Kanpur is also doing 
useful work in this connection. The area under improved varie- 
ties of cano was 20 per cent, of the total acreage of cane culti¬ 
vation in 1930-31 in the country. It increased to 80 per cent, 
in 1938-39; but the average yield per acre increased from 12*3* 
tons per acre in 1930-31 to 15 6 tons only in 1930-37 and the 
increase in this connection is not encouraging. 

In 1937, the Government of India banned the export of 
refined sugar by sea to any country exoept to Burma for a period 
of five years under the international Sugar Convention. This 
decision caused much dissatisfaction in the country, for it pro-, 
vented the expansion of the industry by prohibiting exports. 
The ban was temporarily lifted in 1940 to enable sugar to be 
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exported to the United Kingdom; but this permission was not 
Availed of by the Sugar Syndicate because Of the low price offered 
by the British Government. In 1942, sugar was exported to 
the Middle Eastern countries through the Government of India 
by the Syndicate at prices which were above the minimum fixed 
by the Syndicate. The International Sugar Agreement termi¬ 
nated in August, 1942; and thereafter India has been at liberty 
to export sugar by sea; bub the home production is not enough 
to meet the home demand. 

Control Over the Industry—A sytem of comprehensive 
Control was established over the industry bv 1942, and the pro¬ 
duction rose from 7*78 lakhs tons in 1941-42 to 12*16 lakh tons in 
1943-44. The essence of th<* control was to treat the problem 
of the sugar industry as a whole, including the production of 
gur and khandsari. Prices and distribution of both were con¬ 
trolled. The movement of the stocks to the consuming centres 
were regulated. The control had succeeded not only in elimin¬ 
ating wasteful and unnecessary cross haulage and transport to 
distant markets but in supplying the consuming markets from 
the sources nearest to them. Control was also exercised over 
the supply and sale of molasses, which is used as raw materia) 
for making alcohol and rectified spirit. 

As a result of the control which was operating by 1942, 
speculation, caused by changes in the price of cane or sugar 
at the beginning of the crushing season, had been eliminated. A 
census of sugar stocks in the possession of the producers and 
the wholesale dealers at the beginning of the crushing season 
was taken in co-operation with the sugar interests. If the 
prices of Sugar were increased, the difference between the old 
and new price of sugar was credited to Government acoounts. 
Thus the Government got revenue and gambling was eliminated 
an the price of sugar was raised. 

This control was all comprehensive and it related to all 
the varied phases of the industry from the stage of the purchase 
of cane to the final distribution of the finished product as well 
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as the L by-products. The price of the raw material and the 
finished product was controlled. The Government also specified 
the kind of article that was to be produced. The time and the 
place to which the product was to be sent also were specified. 
The Government also fixed the rate of wages and the period for 
which they were to be paid. The industry continued to meet 
the demand, and its capacity to produce sugar was only limited 
by the amount of cane made available to it. The industry gets 
about 20 per cent, of the cane output of the country; but if it 
could get even 30 per rent, of the cane output, the production 
of sugar can increase so much that 1 to 2 lakh tons of sugar can 
be available for ex[ ort. 

The industry is depressed and the factories which do not 
have their own farms have rarely had full crush, and despite the 
measures taken since 1949, the sugar output in the country 
continues to decline. The sugar control was given up in Decem¬ 
ber, 1947; but it was re-imposed in September, 1949. Sugar 
prices were controlled; but the prices of gur were not controlled. 
Our prices should be half of sugar prices, but at one time gur 
was selling at Rs. 44 per maund, as against Rs. 28-8 per maund 
of sugar, while khandsari sugar rose to Rs, 00 to Rs. 70 per 
maund. * 

At the present time, the factories are not getting adequate 
cane, and there is scarcity of sugar. What is at present needed 
is effective liason between the administration and the industry 
and the shaping of’an integrated policy to look after the various, 
and often conflicting, interests in the sugar industry. 
Recently, the sugar industry has been given some encourage¬ 
ment to improve its output. The industry will'have the 
benefit of selling sugar at market rates in the free market, 
provided the output exceeds 107 per cent, of the output of either 
of the two previous years. Much will depend on whether the 
small amount that becomes available in the free market is sold 
at reasonable prices or not. What is important is that the 

• See Commerce Annual, 1950, Page 1223. 
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Government should draw up a comprehensive plan for utilising 
the factory potential for the production of sugar without giving 
undue avdantage or disadvantage to gur production. 

The control over the industry must be effective, if it is at 
all to oontinue, and it should be directed to maximise the pro¬ 
ductive capacity of the factories. The Central and the Provincial 
Exchequers are greatly interested in the fortunes of the sugar 
industry and a well-co-ordinated plan should be drawn up so 
that production may increase to the advantage of all the parties 
concerned. If effective control is not possible, the industry 
should be decontrolled over a period of time so that it may get 
ths cane needed by it to augment production to meet the 
demands of the people of the country. 



CHAPTER XXVII 
INDIAN COAL INDUSTRY 

Coal is an important f-ource of power and is of great im¬ 
portance in the industrial economy of a country. In fact, the 
presence of coal and iron in close proximity was one of th? 
important causes of the advent of the industrial revolution in 
England in the nineteenth century. In our country, its 
importance in industry is \ ery great. The coal reserves of 
India are virtually limitless and, in an uncontrollled economy, 
the degree of exploitation of these resources normtily depends 
upon the demand for coal. In time* of prosperity, when 
demand exceeds supply, mat filial collieries como into produc¬ 
tion, but, when the increased production outstrips demand, 
prices fall to uneconomic levels in course of time and produc¬ 
tion suffers. The availability of transport, industrial develop¬ 
ment and activity, the export trade, the level of world coal 
prices, legislation and other factors also affect the economic 
cycle affecting its production. 

The first coal venture was started in India in 1774, when 
permission to work coal mines in Bengal was granted by Warren 
Hastings to two of the East India Company’s servants. The 
venture ended in failure, and thereafter, coal mining wrb re¬ 
started in 1814 near Raniganj. The Company made several 
geological surveys of this field, and, by I860, the annual pro¬ 
duction was near about 300,000 tons. Up to this time, coal 
was shipped down to Calcutta in country boats by river; but 
the future of the industry was ensured in 1835 when the East 
Indian Railway tapped this field from Calcutta. Out of a total 
production of 6 million tons of coal in 1900, the contribution of 
the Raniganj coal field was 3 million tons. By 1906, the pro¬ 
duction of Jharia coal field exceeded that of the Raniganj field. 
By the beginning of the present century, the production of this 
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field W|81 fcbout 7£ lakh tons. Goal resources were also developed, 
though on a smaller scale, in Rewa State, in the Central Pro¬ 
vinces, in Hyderabad, in Assam, and in Baluchistan. During 
this period, coal was imported and in I SSI, imports were 
800,000 tons as against the production of about one million 
tons; but subsequently imports fell as internal production ex* 
panded, and coal began to be exported to Ceylon, Singapore, 
and the Malay Peninsula. In 1900 01, exports were 542,023 
tons, imports 142,467 tons, and production 6,118,692 tons, nearly 
90 per cent, of which came from Bongil and Bihar. 

By 1914, the total production rose to 16 million tons, of 
which more than 9 million tons came from the Jharia Hold and 
5 million tons from ltaniganj. Production continued to expand 
up to 1908, when it fell sharply for two years, and it again 
began to increase in 1910. By this time, railways became the 
largest consumers of coal, followed by jute, cotton and the iron 
and steel industries- In World War T, average prices of coal 
rose from Rs. 3-8 in 1914 to Rs. 4-6 before the end of the war 
and by 1917, the Government began to control coal prices to 
prevent a great rise in them. Production continued to increase 
steadily, rising from 16*46 million tons in 1914 Lo 29 72 million 
tons in 1918. Nearly 85 per cent, of production came from the 
Jharia and Rauiganj Hells. Meanwhile, demands for coking 
coal increased sharply because of increased production at steel 
works, and by-product coke plants were opened at several 
centres. During this period, electrideation of the coal fields was 
extensively developed. 

The war time expansion in production was limited hy s the 
non-availability of imported plant and machinery, and the full 
potential was reached in 1919-20; when the demand was falling. 
In many cases, cheap coal from collieries was raised in the 
shortest possible time to the detriment of the life of the colliery. 
The boom period reached its zenith in 1919 when the pi ices at 
the mouth of the pits were Rs. 5/-. Profits were invested in the 
collieries, and fresh sinkings were made to depths which were 
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formerly considered uneconomic in our country. Many good 
collieries were planned to come into production when demand 
for expensive coal was being roduoed. The construction of the 
blast furnaces of the Indian Iron and Steel Company at Hirapur 
in 1922 was another development of the immediate post-war 
period. 

From 1920, the industry began to suffer owing to a num¬ 
ber of factors. The end of the war reduced the demand for coal. 
There were labour troubles an l the export trade was declining. 
The fall in exports was due to two factors. Firstly , Indian coal 
which was exported in times of scarcity was of inferior quality, 
and secondly , the government placed an embargo on coal ex¬ 
ports to give priority to the internal needs of the country when 
there was wagon shortage. From 192) to 1926, there was a 
serious decline in exports. In 1920, the output fell by nearly 
3 million tons. Notwithstanding this, prices continued to rise 
up to 1923, but thereafter, there was a marked fall due to the 
post-war depression and the recovery in production, 

Tariff Board on Indian Coal, —The coal trade applied for 
protection, and as the questions involved were of a technical 
nature, the Government appointed the Indian Coal Committee 
in 1924 to go into the question and submit a report, which might 
be regarded as the basis by the Tariff Board to work on. Accor¬ 
ding to them, the problem of the Indian coal trade could be 
summed up in two words ‘quality' and ‘price'. In regard to 
quality, they held that though the restrictions placed on exports 
after the War had much to do with the ultimate loss of foreign 
markets, the dissatisfaction among the foreign consumers 
with the quality of the Indian coal would have given an advan¬ 
tage to India’s rivals in Colombo, Singapore and other ports 
even if there had been no restrictions on exports. With regard 
to price, the Committee held that by all the accepted criteria 
in this regard, Indian coal was superior to the rival product from 
South Africa, and that if greater care were taken in the raising, 
andling and selection for foreign markets of Indian coal, our 
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products could stand foreign competition and regain the lost 
markets slowly. 

The Committee recommended the appointment of an Indian 
Coal Grading Board to classify the different seams at Indian 
collieries, to prepare a grading list and grant certificates of ship* 
ment. The recommendation was accepted and the Coal Grading 
Board was appointed in 1925, Collieries included in the grading 
list receive a special rebate on railway freight and a reduction of 
port dues and of shipment of cargo coal approved by the Grading 
Board. With the institution of the Board, foreign markets have 
been enabled to ascertain beyond doubt the origin and qua¬ 
lity of the coal consigned to them. The quality of the coal 
shipped unrlei the supervision of the Boar 1 has helped Indian 
coal to regain the footing it had lost in the markets of the East 
owing to the indiscriminate shipments of earli'ir years.* 

Problems of Bengal Coal —Apart from the prospects of 
Indian coal ns such, Bengal coal has problems of its own. 
Indian industries will try to use coal near at hand, and the 
tech in quo of steam raising enables the use of inferior coal in 
place of the superior coal. Hen re Bengal coal will have 
to fall back entirely on export markets, and being of the best 
quality, it will bo welcomed by the foreign consumers. 

In the period after World War I, the internal market 
was in a depressed Rtate and the coal owners made efforts to 
reduce internal competition. Hence the Calcutta Coal Con¬ 
ference was convened in 1929 to deal with tl.e situation. It 
was able to enforce certain fixed minimum prices for the various 
qualities and raise coal prices to higher le\els than it would 
have been otherwise possible to obtain. Unfortunately, the 
depression had hit the industry so hard that the morale of the 
Conference was weakened and it was soon dissolved, and the 
prioes of coal declined still further. 

From 1927 to 1930, there was a revival of industrial 
^ activity and certain of the lost export markets were regained 

• Indian Finance War Book, 1935, page 22 1 
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for Indiah coal. By 1980, production had risen to nearly 24 
million tons per annum, but, in 1031, it declined by neaWy 2 
millions tons and# .by 19#3, Hie output, afc'less than 20 million 
tons, was below 1018. There was a great* fall in prices, wfc&h 
accounted for the great reduction in output. At the pltShead 
in Bengal, prices were R«. 2-9 per ton, mid the Government 
appointed the Coal Mining Committee in 1930 which imme¬ 
diately turned its attention to ensuring Hie safety of those 
employed in mines which could barely sustain the cost of 
rein 1 *'* mg in production, and the prevention of Avoidable waste 
of coal. 

There was a steady moverv in industrial activity from 
193fi onwards, and the internal demand for coal increased. As 
a result of the ‘representations of Ihe industry, special rail 
freight rebates on exports'were given by tlie Government, which 
enabled some of the foreign markets lobe recaptured, 'flu* 
markets in Ooylon and in the Far East were opened up, the 
latter because of the state of war between China and Japan. 

World War II-In the first years of the War, the industry 
recovered from the t enons setback of the two previous decades. 
Prices lose as demand inciensed; but, in 1912, at Rs. 4-8 per 
ton for Bengal coal and Iks. 4 for Bihar coal, they were still at 
the level of 1927 From 1912, theie was coal famine because 
of increasing transport difficulties and the curtailment of coastal 
shipments. Scarcity of laboui was a I o experienced by the 
collieries as labour was getting better wages, especially on 
military projects. Hence there was a marked fall in production. 
The Government and the collieries made all efforts at increasing 
production, but, bv the middle of 1944, it became necessary to 
exetci^e a rlcid control over prices and to ensure that coal s 
moved only in uccot dance with a strict programme to essential 
consumers. The Go* eminent induced increased production in 
several ways. Outside labour, ntainly from Gorukhpur, was 
recruited to the coalfields. {Substantial financial inducements' 
were given in the form of production bonuses, and concessions 



INDIAN COAL INDUSTRY 


339 


in excess profits tax and depreciation allowances. Considerable 
quantities of modern mining machinery was imported. As a 
result of thesq measures, production rose to neatly 29 million 
tons in 1945. The following table oi\ns the fiunes of produc¬ 
tion for v. nr years 

Year Pi eduction 

HH2 19,433,253 tons 

1043 .>5,308,879 tons 

1944 25,905,550 tons 

1945 21,972,548 tons 

In December, 194o, the (Government appointed a Com¬ 
mittee to review the recommend a Irons of the three committees 
appointed (hiring the pie\ious twenty years and to consider 
which of their recommendalj'ojH had been adopted and what 
further action should I>e <aken on Ihciri bv the (Governmerit. 
They were also asked to report what further administrative and 
economic measures were necessary to deal with the problem of 
the industry. The Committee ^reported In 1949. Its main 
recommendation was to set up a National Coal Commission to 
take over within one Ministry the manifold respondbilities at 
present exercised over different aspects of the industry by the 
Ministries of Labour, Industry and Supply, and Mtfles, Works 
and Power and by the Humorous Bills which emanate at the 
Contre and in tho Stales to legulate and control collieries. This 
recommendation has not yet been implemented. 

The Government has appointed a Working Party for tho 
Coal Industry with terms of reference covering the same ground, 
and the Patty has issued a questionnaire to the industry. The 
present level of pioduction is about 32 million tons. The loss 
of the Pakistan market with an oft’take'df about 3 million tons 
has introduced an element of instability in respect of demand. 
Stocks in the coalfields aie accumulating and a poition is being 
exported. 

Main Pxpbtems--T,bp following aie the main pioblemw * 1 
the industry :— 
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labour—Wages* paid to labour account for about 65 to 
70 per cent, of the cost of production in this industry. In the 
intor-war years, the worker suffered as he was paid a low wage. 
During the last decade, there has been a great improvement in 
his condition. His money wages have increased, and he gets 
concession in the form of rations at reduced prices. He also 
gets free medical attention, provident fund, and a quarterly 
bonus. Certain other statutory benefits are also provided in 
the form of pithead baths, creches, and accommodation on the 
colliery. Mechanical coal-getting machinery has also been 
installed; but production per man remains the lowest in 
the world .'* Between 1938 and 1947, the average daily number 
of workers employed in the industry increased by 60 per cent,, 
but production rose by 7 per cent. only. Hence the main pro¬ 
blem of the industry in this connection is to increase production 
without a proportionate increase in labour costs. 

Technique of mining —The industry is prone to the serious 
dangers of unscientific exploitation of the coal resources of the 
the country. The ‘pillar and stair system of mining is being 
given up in Europe in favour of the more economical method of 
‘long-wall’. But due to the thickness of the Indian seams, it is 
difficult to devise a more suitable system ot working and the 
abandonment of the existing method is wasteful and even 
dangerous, due to the possibility of the spontaneous combustion. 
The long-wall working and extraction by mechanical cutters and 
conveyors has developed considerably during and sinoe the War 
in the larger collieries. Mechanical mining was stimulated 
during the War to overcome the extreme shortage of coal. 

The Government appointed a Metallurgical Coal Conserva¬ 
tion Committee in 1949 to review the country's reserves of 
coking coal and make recommendations thereon. Its recommen¬ 
dations are awaited. 

The production of the industry is expeoted to rise as a 
result of the various improvements that may be introduced. 

4 See Commerce Annual, December, 1950 page 1219. 
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Adequate transport should be made available and exports should 
be encouraged to Ceylon, Singapore, the Malay Peninsula and 
Burma, which are India's legitimate markets. If India is 
enabled to maintain shipments of good quality coal at compe¬ 
titive prices, these markets will remain within India’s control. 



CHAPTER XXVIII 
THE CEMENT INDUSTRY 

The cement industry occupy an important place in the 
economy of oui country. It Jus done yeoman service to the 
community. It has rendered building moie compact, aided the 
construction of huge dams and reservoirs, supplied poles and 
beams for structural work and has imparted stony hardness to 
surface. Cement is used for many purposes to-day and it has 
adapted itself to tlm fancies of human eye and art. The ferro¬ 
concrete work, the asbestos cement .sheets, aJi with cement as 
a major ingredient, arc to-day in the employ of the building 
ingenuity of man. 

In our country, the cement industry occupied an insigni¬ 
ficant place before 19J4, and it was not able to produce cement 
up the requirements of the British standard specifications. 
Before 1914, India imported 180,000 tons of foreign cement 
annually. The demand for cement increased rapidly after 191S 
aud now it exceeds one million tons annually. 

Modern cement manufacture dates back to 1824 when 
Portland cement production began. In that year Joseph Aspden 
ut Leeds in England Look u patent for his process of manufactur¬ 
ing cement from various materials. The product was named 
‘Portland Cement*, because it was very much like the building 
stone found in Portland. In India, the manufacture of Portland 
Cement began in Madias in 1904; but production on a large- 
scale began in 1912*13 when the Indian Cement Company at 
Porbundar (Kathiawar), the Kunti Cement and Industrial Com¬ 
pany in the Central Provinces, and the Bundi Portland Cement 
Company in Rajputuna were established. The industry made 
progress in World War I, when there was a great demand from 
the Government. In the inter-war years there was a great boom 
and a large number of concerns were set up in the country. The 
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"Wire© old companies doubled their output and six new ones star¬ 
ted production in 1923. The total production increased froth 
ff45 tons in 1914 to 236,746 tons in 1924. During the same 
periodi he imports declined from 165,733 tons to 124,186 tons. By 
1930-31, they came down to 112,000 tons, and the import 
figuief fell to 21,000 tons in 1938-‘39. England supplied the bulk 
Of the ^commodity, i he other countries beifcg Japan, Germany, 
Italy and Belgium. Indian cement‘ is not inferior to the foreign 
product in quality. 

In the thirties qf this century, there was overproduction 
in the industry and the policy of price-cutting was followed with 
consequent losses to the industrv. Hence the industry applied 
to the Tariff Board for protection in 1924. The Board did not 
recommend protection to the industry, boon use it was suffering 
from overproduction and the main difficulty was internal and 
not foreign competition. The main disadvantage of the industry 
was the great distance of the factories from the coal fields or the 
ports. The Board found that the industry possessed natural 
advantages in respect of raw materials, but it had a handicap 
with regard to fuel. Most of tl o works were situated away from 
the coal-fields, and they were at a disadvantage in respect of the 
obtainability of fuel. Regarding markets, the Board held that 
the up-country market was protected market for the Indian 
cement works, which leaving out the Kathiawar factories, are 
more than 300 miles from any Indian port. EJscwhoie, Tudian 
cement had to face foreign competition. The principal market 
for Indian cement being the port* of Bombay and Calcutta, most 
Indian factories weio at a disadvantage here as they were away 
from the ports. Hence the Bo&rd recommended that legislation 
Should be introduced authorising the Government to pay boun¬ 
ties on Cement consigned from Indian factories to certain ports 
or railway stations within a specified radius of these ports. The 
payment of bounties was not to reduce the price of Indian cement 
isft relation to the price of imported cement. The Government 
of India did not take any action on this conditional legislation. 
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Regulation of C o m pe t iti on— The Indian Cement Manufac¬ 
turers' Association was formed to regulate selling prices; but each 
company was to remain independent. A levy of 5 as. per ton 
was to be imposed to finance a joint sales organization! called 
the Concrete Association of India which was formed in 1920 to 
educate the public in the use of cement and to provide advice 
to the consumer free. The Cement Marketing Company of 
India, Ltd., was formed in 1930 to fix the production for each 
concern. In 1930, the Associated Cement Companies, Ltd., was 
registered in Bombay to hold its own against competition, 
internal as well as foreign. The total productive capacity of 
the A. C. C. was 14,05,000 tons in 1930. 'Die setting up of the 
Dalmia Cement Limited in 1930 led to acu\o competition alter 
1936. 

Thu* by 1939 the industry came largely to be centred in 
the hands of two groups, the Associated Cement Companies and 
the Dalmias, which came to an agreement and set up a joint 
selling organisation in that year. The Second World War proved 
advantageous to the industry. Demand increased both from 
overseas and for internal purposes. Government exercised 
control over the industry, and 90 per cent, of the total output 
of cement of the country was taken up by the Government, and 
acute shortage was felt by the public. Thu war-time production 
reached its peak in 1941-42 at 2*2 million tons, and it began to 
decline thereafter due to labn ir difficulties, lack of the avail¬ 
ability of adequate amounts of coal, inadequate transport accom¬ 
modation and difficulty of replacing worn-out machinery. In 
1948, production was estimated at about one million tons. 

The partition has taken some factories out, which were 
situated in Pakistan. The production potential of the industry is 
over 28 million tons and in 1949 the aotual production exceeded 
21 million tons, or 74*6 per cent, of the capacity. In January, 
1950, production reached higher limits at 97*2 per cent, of 
capacity; but it was expected that the Indian industry would 
not be able to meet the growing demand. Hence imports were 
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permitted. The prioo of cement was pegged at about Rs. 80-4 
per ton for local production and at Rs. 135 per ton at port 
centres for foreign cement. The Government have given a high 
priority for supply to agriculturists for the construction of wells, 
barns, otc. 

The expansion of the industry has been considerable; but 
in view of increasing demand, further expansion is necessary. 
In the pre-partition days, a production target of 6 million tons 
by 1962 was fixed, the capacity of the plant in undivided India, 
being 3 million tons. 

The demand for cement is increasing owing to a number 
of factors. House building activity which suffered during the 
war is bound to expand. The refugees axe to be rehabilitated. 
The expansion of the industry required gypsum resources to a 
large extent, amounting to 90,000 tons per annum, based on the 
existing production of cement of about 3 million tons. Other 
chemical industries requiring gypsum are bound to expand and 
with the loss of Kliewra which was an important source of 
gypsum, there is likely to be a shortage of this essential raw 
material. Hence the Board of Scientific and Technical Research 
will have to intensively pursue the methods of obtaining gypsum 
in large quantities. 



CHAPTER XXIX 
OTHER INDUSTRIES 

Industries—Chemical industries are very import¬ 
ant in the industrial development of a country. They serve as 
the foundation of the industrial superstructure of a State. 
Certain essential things must be available at low rates for the 
adequate development of chemical industries. Firstly, the 
fundamental heavy chemicals like sulphuric and hydrochloric 
acids, lime, caustio soda, sodium carbonate, nitrio aoid, etc., are 
used in the production of other chemicals from indigenous 
sources and for refining the various materials obtained from 
such products. Sulphuric acid is the most essential material 
used in the chemical industry; but our demand of this material 
is small because of the relative industrial backwardness of ou r 
oountry. But in view of the industrial potential of our country, 
the manufacture of suphuric acid assumes a great importance. 
Alkalies like soda carbonate, soda bycarbonate, caustic soda, 
ammonium sulphate, etc., are used for manufacturing glass, 
paper, soap, dyes, etc. Our country is, however, deficient in 
their manufacture. They are not adequately produced in our 
oountry. Soda compounds are largely imported. The other 
essentials for the development of chemical industries are fuel 

for power, for heating purposes and for metallurgical operations. 
Chemical plant is another important requisite for developing 
heavy chemioals. 

Many of the chemical industries got stimulus in World War I, 
but they are still imported in large quantities. In 1938-39, 
chemicals worth Rs. 305 lakhs were imported. Their produc¬ 
tion iB increasing; but it is not yet sufficient to meet our 
requirements. Chemioals derived from sulphuric acid are manu¬ 
factured, but alkalies are imported and no serious efforts have 
so far been made to manufacture them. India is not deficient 
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in the raw materials for the production of heavy chemicals. 
Our mineral wealth in sulphide ores, saltpetre, alum salts, lime¬ 
stone, magnesium, etc. is fairly adequate. But sulphurio acid 
which is one of the most important materials for chemical in¬ 
dustries and which is suggested as a test for judging the wealth 
of a country is not in much demand in our country; but striking 
success has been achieved in manufacturing it. In World War I, 
there was a large demand for it for explosives, and the industry 
is established. Before the Tariff Board in 1928, demand for 
subsidy for manufacturing sulphurio acid was made. Before World 
War II, the industiy had to face keen foreign competition from 
Germany and the United Kingdom. With regard to the avail¬ 
ability of fuel, it may be said that the coal resources are not evenly 
distributed, and cheap electric power is necessary for the deve¬ 
lopment of electro-metallurgical and eletro-eheraioal industries. 

The heavy chemical industries are mostly developed near 
port towns; but works have also been started in the up-country 
centres, where the cost of sites is low. At present, acids, 
alkalies, fertilizers and bleaching powder are imported. Recently 
the Imperial Chemicals, Ltd., and the Tata Chemicals, Ltd., have 
begun to manufacture soda ash, causlic soda and allied chemicals. 

World War II has given stimulus to the chemioal indus¬ 
tries, The possibilities of developing new lines of manu¬ 
facturing chemicals in India are being examined. The 
Government of India have recently sanctioned the erection of a 
Government plant for manufacturing heavy chemicals. A large 
variety of drugs which were previously imported are new manu¬ 
factured m our country. Aviation spirit is being manufactured 
from crude Indian oils and the manufacture of bichromite is 
also being taken up. There has been an Increase in the 
production of sulphuric acid and sulphare of ammonia by about 
15 per cent, and steps are being taken to produce bleaching 
powder. Efforts are also being made by t he Board of Scientific 
and Industrial Research to manufacture vegetable and synthetic 
dyes from indigenous materials. 
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Protection to the Heavy Chemical Industry—The heavy 
riemical industry is the basic industry on whose development 
depends the industrial development of a country. It provides 
basis for chemical research in industries and agriculture and it is 
indispensable for national defence. In 1928-29, the Tariff Board 
was asked to consider the ca«e of the industry for protection. 
Foreign competition stimulated by the appreciation of the rupee 
after 1925 led to a great increase in imports which increased 
from Rs. 495 lakhs to Rs. 1,437 lakhs between 1914 and 1928. 
Hence the case of the industry for protection was examined by 
the Tariff Board. 

The Board recommended protection and suggested fresh 
enquiry after seven years. A bounty was to be granted for 
the manufacture of super-phosphate used as an artificial ferti¬ 
lizer. Reduction in railway freights was recommended. The 
result was the passage of the Heavy Chemical Industry Protec¬ 
tion Act of 1931, **hich gave effect to some of the recommenda¬ 
tions of flie Taiiff Board. Protective duties were imposed on 
magnesium chloride and certain other heavy chemicals at varying 
rateB. The duties ou magnesium chloride were to remain in force 
up to 31st March, 1939 and could be increased, if necessary. In 
Other cases, they weie to remain in force up to 31st March, 1933. 
These duties lapsed on 31st March, 1933 and the question of 
continuing protection to the industry was referred to the Tariff 
Board in December, 1937. The Board rcoommended protection 
against foreign competition, particularly against dumping from 
Japan. The rate of protection was given at 12 as. per cwt. 
under the Indian Tariff Amendment Act of April, 1939. 

Glass Manufacture— Glass-making is a very old industry of 
India and Indian glass was made from crystals, but no traces 
of this industry survive in the country. It is, however, certain 
that in the sixteenth century, the industry was producing bangles 
from inferior material and bottles and flasks. It was between 
1892 and 1893 that five glass factories of the modem type were 
established, but they were all wound up in course of time. Several 
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attempts at manufacturing glass were made by Europeans on 
modern lines and the last of them in 1909 at Madras also resulted 
in failure. Sixteen factories were set up by Indians between 1906 
and 1913, but only one of tbe&o factories was in operation in 
1914, and none of them was commercially very sound. 

This industry received a great stimulus during World War 
I. Thera was a groat demand for specialized glass through the 
Munitions Board and several factories began to produce glass 
tubing, flasks, beakers, test tubes, Hiahes, etc., and some con¬ 
cerns were started to meet the demand from scientific laboratories 
controlled by the Indian Medical Service. Between 1918 and 1932, 
twenty-two new factories were started and the import duty on 
glass was increased from 15 to 30 per cent. In 1932, there were 59 
glass factories. The industry was further stimulated by World 
War II. There were 200 factories in 1942-43 in which 50,000 
workers were working. The industry meets about half the 
demand of the country for glass goods. In World War II, several 
now lines of production for defence purposes were added. New 
factories with modern equipment were started at several places, 
A gas plant was set up at Firozabad because of the lack of avil- 
ability of adequate coal due to transport difficulties. At present 
bangles, bottles, phials, tumblers, glass sheets, electric bulbs 
and a large variety of other goods are produced. 

Imports— Before World War I, India imported glass and 
glassware worth about Bs. 2 croros, mainly from Austria and 
« Germany whose share of imports was 57 per cent, of the total 
imports. The principal articles of imports were bangles, beads, 
*false pearls, lampware, bottles, phials, tableware and sheet 
and plate ^lass. There waB a decrease in the imports of bangles 
and lampware in World War I. In 1929-30, India imported 
glassware worth Bs. 252 lakhs mainly from Belgium, 
Czechoslovakia, Germany, Japan and the United Kingdom. In 
1936-39, imports declined to Bs. 125 lakhs in value and they 
were mainly from Japan» In recent years, exports of glassware 
have been increasing. In 1933-34 India exported glass goods 
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worth IUl 4,000, while in 1040-41, the figure rose to about 
Rs. 584 lakhs. 

The Indigenous Cottage Industry—In addition to the 
factory industry, the indigenous cottage industry is also impor¬ 
tant. It is spread all over India, but it is chiefly concentrated 
in the Firozabad district in Uttar Pradesh and the Belgaun dis¬ 
trict in the south. There mv about (10 bangle factories in 
Firoznbad district. This indigenous industry has been in exis¬ 
tence in India for a long time. The availability of raw materials, 
the patronage of the court in Moghul times and the availability 
of skilled labour made the industry localized in Uttar Pradesh 
and the south. Bangle mauufacturo constitutes about 70 per 
cent, of tii© total production of the indigenous cottage industry. 
The industry expanded during the last War as imports were 
cut off. 

Main Difficulties of the Glass Industry- -In the past, foreign 
competition was the main difficulty Inexperienced control and 
supervision. Jack of trained men, and inadquate supplies of raw 
materials and fuel like soda ash, sand, lime, coal, etc., are the 
main difficulties. Finance is also a handicap in the way of the 
industry. The fuel difficulty can be overcome by the use of cheap 
electricity for working electric glass furnaces. The industry 
requires technical labour. Useful work in this line has been done 
by the Paisa Fund Glassworks at Talegaon in training glass- 
blowers. The war time expansion of the industry was due to 
the fact that trained labour was supplied from this place. Trans¬ 
port facilities should be considerably improved. Technical train¬ 
ing facilities require to be considerably expanded. Foreign experts 
should be engaged for this purpose. A few essential raw materials 
are still imported, viz., borax; but the production of soda ash 
is now carried on in the country, though the supplies are still 
inadequate. Lime deposits of good quality for soda lime glass 
are adequate. Furnaces have been remodelled, but blowing and 
moulding are not yet mechanised for producing products of good 
quality. The high cost of power and raw materials is another 
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handicap on the industry and it should be overcome in course of 
time. Improved machinery and furnaces should be installed and 
and credit facilities should be improved. 

The size of the average concern j\ mimII and the industry is 
undercapitalized. Lack of ^ound internal organisation, low 
technical standards and daw progress technical itnp’xjvemenis 
are other handicaps on the industry, which require to be removed 
to put the industry ou a sound looting, A policy of rational 
regionalisation and location should bo followed on tho basis of 
nearness to markets rather than on tho basis of the availability of 
raw materials as has been tho cans hitherto. A comprehensive 
survey of raw materials and collect ion of statistical material 
should be clone, and i ail way fi eights should be rationalised. 

Protection to the lndustiy- The claim ol the glass industry 
for protection was considered by the Tariff Board in its report 
submitted to tho Government in 1932. The Board recommended 
protection to the Industry for ten years and gave proposals for 
protective duties on sheet and plate glass, bangles, beads, false 
pearls and glassware. The Government of India’s decision not 
to apply protection to the industry was taken in 1930 on the 
ground that the absence of tho availability of local supplies of 
raw materials, viz., soda ash, constituted the main disadvantage 
to the industry, which could not be easily made up by other 
advantages. The final decision was postponed till new sources 
of the supplies of soda ash were fully explored. Meanwhile, a 
rebate of duty on imported soda ash w T as granted for three years. 
This decision of the Government was resented by the industry, 
particularly because it went aga-n^t the recommendations of tho 
Board. 

Paper Industry—Paper mariulecture is an old industry ol 
India. It was carried on as a cottage industry in the sixteenth 
century; but in course of time, hand-made paper manufacture 
became almost extinct owing to the competition of factory 
industry, though in World War II, it received stimulus. The 
acute shortage of paper caused during the War led to the 
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revival of hand-made paper manufacture. 

r K 

Tjhe rapdern industry dates from 1870 when the Bally 
Mills were set up on the Hiooghly, whose neighbourhood is still 
the main centre of the industry. The Titaghur Paper Mills were 
set up in 1882, and in 1003 they absorbed the Imperial Mill 
which bad been established at Kankinara in 1894. In 1022, the 
Indian Paper Pulp Company was formed in 1018 for producing 
pulp and paper from bamboo. In the up-country, the oldest 
concern, the Upper India Oouper Mill at Lucknow was set up 
In 1879. The Deccan Paper Mill Company started work at 
Poona in 1887. The Raniganj Paper mill was started in 1891. 
The Punjab Paper Mill obtained a concession in respeot of 
bkabhar grass for its factory’ near Saharanpur in the Punjab. In 
1038-39, there were eleven paper mills in India, four each in 
Bengal and Bombay and one each in Uttar Pradesh, Madras 
and Travar.core. The Mysore Paper Mills started work at 
Bhadra^ati in 1939, and the Sirpnr Paper Mills in the Nizam’s 
Dominions in 1942. The industry was benefited in the last war 
owing to a rise in the demand for paper for war requirements. 
The production which was 48,531 tons in 1938 went up to 
103,884 tonB in 1944. Imports from foreign countries were 
stopped, and the rise in prices and increased production meant 
profits to the paper mills. These advantages were to a great 
extent neutralized by the high prices of chemicals and stores. 

Total production was short of the demand in spite of the 
benefits conferred on the industry by the War. Hence the 
Government introduced control over the industry. Ten per 
cent, of production was allotted to civilian use and 90 per cent, 
for government use, but subsequenty the figures were changed 
to 30 and 70 per cent, respectively. In the post-war period, the 
Panel on Paper, Pulp, Board and Chemioal industries laid down 
a programme for the expansion of all types of production of 
paper other than newsprint. It was to increase from about 
100,000 tons in 1944 to 1,69,000 tens in 1951 and 302,000 tons 
in 1956. The target of newsprint production has been placed 



OTHER INDUSTRIES 




at &0 # 0t)0 tons in 1901 mil 40JWJ0 loin m 195th The Panel 
suggested that the projected im reuse ul paper .should be left to 
private enterprise. The exiting protection should continue 
and extended to those varieties winch ■were left unprotected till 
then. A survey of jaw ina+emh was suggested and the paper 
pulp section of the Uesemeh IuMifub 1 at Dchradun was to be 
reorganised, nnd the < ost of reorganisation was to be shared by 
the in lustry and the Governm *nt, 'The tniuuf.ioUire of news¬ 
print should bo taken up by Government if private enterprise 
does not come foivcid to an adequate extent. 

The per n % *»(r t on ^unipHnn of pipci in I*hiH was onh 
I 2 lb* In om cmmii iin i!iiiht -P) lb*- in tit' US A. With the 
in rinsed litemo dm U e»e jn i oicil <copefni Hie expansion 
of doman I for ?m|ti m (oimiiv 

Tin ‘■tapk ii iidiii 1 i papci ininufit'tuic in our unmtry 
was fiihat gitOsMll ueentlv. Ii ^uifts id ahuiidinee in northern 
India Ini pu'p n largelv impal'd from Europe. For Iho 
m n idutlire of ehenpei vaiutu > ot paper, jute waste and waste 
pnp*r are used. The hr 1 (one in to mal o j fiom Imniboo 

pulp was the Indian l\ipu Pulp Uoinpi . Tlie t \ icM of 
bamboo per acre is lucrei Ihi i of isa^is ami m cost of pro¬ 
duction is smaller. "Bamboo i^ u\aJ«Me in foiests and in Penpal, 
OiNna an I south-wes* India. The future of the him lino paper 
pulp nniustrv set ms to bo bin Id m view of the re^oan hes 
tamed out at behradun. r I he ln/li cost of <hemio«K bonvj 
transport ehnn'es for coal and foreign competition trom Kinndi- 
us\ia r Germany, *Tapnn v the U.K. and other eountnes are the 
mmn handicaps in the v. iv of the growth of the industry to an 
adequate extent in oui country* The last War benefited the 
paper industit, which in I lie pre-war period w»« suffering from 
foreign coin petit ion and o\ reproduction, foreign imports were 
stopped and the entire home market became available for 
inlernai production. Prices rose and production increased with 
the result that high dividends were declared, and fresh capital 
was attracted into the industry. Then? advantages were. 
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however, offset by rising cost of production caused by the rising 
prices of stores and chemicals. 

Protection to the Industry—Th« case of the industry for 
protection was referred to the Tariff Bmrd, which in 1924 
recommended a duty of one anna per lb. for five years on 
oertain classes of writing and printing paper which was in com¬ 
petition with Indian paper. In J925 the Bamboo Paper 
Industry Protection Act was passed under which a duty of one 
anna per lb. was introduced foi seven >ears. Aecordmz to the 
recommendations of the Tariff Board, the protective duly was 
again renewed up to March 1939 under the Act of 1912, To 
stimulate the production of bamboo pilp, a new protective duty 
of Rs. 45 per ton was imposed on imported pulp. Again an 
enquiry was made by the Tariff Board in 1937-38 to determine 
whether protection to the industry vvxs to continue after March 
31, 1939. The Board recommended the continuation of pro¬ 
tection to the industry, and the (Government decided to continue 
protection for three years. The rate of protection granted by 
the Government was, however, lower than that recommended by 
the Board. The duty on wool pulp was fixed at Rs. 3) pir 
ton or 20 per cent, ad valorem, whichever was higher, and the 
duty on paper was fixed at 9 pies per lb. instead of 11 pies. 
Thereafter protection was extended up to March, 1947. Since 
then, an ad valorem duty of 30 per cent, has been imposed on 
imported paper. 

India imports newsprint and certain other facial types 
of paper in which great stringency is being felt owing to decline 
in imports. The shipping position is also tight. As pointed 
out above, the distribution of paper in the country is subject to 
oonirol under the Paper Control (Economy) Order of 1944, and 
a large percentage is allotted for Government use. Paper is in 
abort supply and enough is not available for civilian use. The 
distribution is faulty, and a stage has now come when paper 
should be decontrolled^ 
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IMPERIAL PREFERENCE 

Imperial preference mean-, the giving of concession or 
preference on the good-, coming from the Commonwealth 
countries into the other Commonwealth countries as against the 
goods coming from the non Empire countries In some respects, 
imperial preference is similar to protection, but in others, it is 
different in its effects.. The similarity lies in this that in the 
case of imperial preference there is an advantage to an industry 
in other Empire conntnes, and in the case of protection there is 
an advantage to the protected industry in the same country. 
Secondly, the concession to the industry concerned in either 
case is temporary till the time that the industry is in a position 
to develop itself adequately. They differ from one another in 
thcMe respects. Firstly, the advantage in the oase of protection 
is to an industry in the home country, but in the oase of 
imperial preference it is to an industrv in another country. 
Secondly, protection is a burden on the home consumer, but 
preference need not necessarily imply any burden on the home 
consumer; for preference can take two forms, namely, (l) 
raising the duty above the minimum in the case of a non* 
Empire country when the country granting preference is follow¬ 
ing the policy of protection and (2) charging a lower rate of 
duty on goods coming from an Empire country than on goods 
oomiug from a non-Empire country, when a country is not 
protecting its industry. 

The object of imperial preference is two-fold : firstly to 
bring the Empire countries closer together politically by means 
of eoonomio ties so that they may realise that their interest# are 
interdependent, and secondly, to improve Empire economy to 
each an extent that self-sufficiency may be secured in times of 
emergency like a war by developing those industries in which 
the Empire countries may have adequate potentialities. 
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Historical Retrospect 

The movement was stalled in b*97 when Canada for the 
first time grave preference in favour <*f DrHihh goods, Jn T8G8 
the extent of preference was increased unconditionally in the 
case of the United Kingdom, but it was extended to the other 
countries of the Empire on condition that they gave a pre¬ 
ference to Canada also. The Confluence of Lh} 2 endorsed the 
policy of imperial ptefeience and oth**r countries of the Empii** 
were asked to adopt it. Hence in course of time V Z 'danri, 
South Africa and Australia granted pitTcronce m law# n u{ (Jrcu* 
Britain; but up to then England was following a p'Mir\ of fine 
trade, and she was not prepared (o fall int*' hue with tho^e 
countries in this respect. She imported jaw in.dcnals and food¬ 
stuffs which she wanted to purchase in the chtnpt c mukel > 
that her cost of production might not jno ml u .» was tin 
exporter of manufactured good* which die w,mt< d to il 1 cheaply 
in foreign mail els. The United Kingdom did n >i, thuefue, 
give practical shape to this policy for a long time, Tho otlrr 
Empire countries continued to smut picfcieuco to 14 i» rin mi tl o 
hope that the mother country would, sodium or lu m, j »i»» th 1 
scheme. By I'lSS, twenty-six Brtlidi C.ifonies wen* Inning pi* 
ferential tariffs, consisting of revenue* duties, j oi<* 11 1 Uiti 
and concessions in favour of Hie United Km'do u i « I in s >ih.* 
eases in favour of the other Empire < vnitrios. TJune nei * 
commodities on the free list on which taxps wore* ivnp >vod < , fo 
when tliey came from the non-Empire countries. It wn during 
the war of 1014-18 that the attitude of Great Britain underwent 
a change and she began to grant preferential rIn ties on a limited 
number of commodities of Empire origin. The enactment of the 
Import Duties Act in March 10j2 by Great Britain made that 
country protectionist and She granted preference on the goods of 
the Empire countries. At the Ottawa Coiifeienc© also the accep¬ 
tance of the policy led Great Britain to join the scheme by 
falling into line with other countries, 

Indie s Attitude 

India remained opposed to the scheme for a long time on 
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political add economic grounds. Politically, aim wm not m m- 
dependent country ami ah© ooulJ have no enthusiasm for 
imperial preference whoa© object was to give, strength to the 
Empire. Rarthar, there was racial discniumation and injustice 
against Indiana in ceitain paris oi the (Commonwealth countries. 
On economic grounds India did not have much to gain from the 
policy. India mostly imported manufactured goodn and ex¬ 
ported raw materials and food hurt's up to the oullmmL of 
World War II. Haw materials generally found their own 
markets, but'Manufactured goodn ‘•tood in need of protection. 
Hence India did net Inn e numb to gain by following this* policy. 
India obtained about two-thirds of her total uuporU from tho 
British Empire, largely from the United Kingdom. Hence the 
greater part of the gam was to the Unite l Km.; loan As »npimt 
fins, India hent oily n!jju»i P) ’ 0 of her total exports to tho 
Hutidi U npi o lomtn^ ami about Ul> pw cent, to hueigu 
< ovintrifs. In iho intei-\sai poiiod, the United Kingdom and 
Urn British fhupuo tome i - i (Ur shu^ot i\m fmeigu trade oi 
In lia. Thus on o l, )n) m; j. j rids lndi i dii not have much to 
\ ain hv fulmv.o'thn poFu \ of Impend Preferen *e. Hence in 
fun lit was expressed on • **hi! t ol India that the had some 
thing to of*ei to the Empiie, h if u*iy lilie m f uiin and (hat 
die had u me it deal to ljdt, md this view was icpeatcd by 
India’s reprtsentatn es at th* Imp* rial Economic Confcicriot oi 
IfrJX hmhui In fndii \\u * ibd if she guve pi (Terence to 
Empire courtiu s, fori ign country would foPnw a policy hf 
ret a hit nil iigam-. h *i\ ini if Imht lot the in <i Lola ol the 
non-nnpiie countin'* she wmiJu lyse a guut dud. 

India was however, made to follow the polity of hr pen.il 
preference. In many eases, when protection was gnu fed to an 
Indian industry, pisference was jmch on BijIHh This 

w«a c o in fh© ease of the »Sf»el Protection Acl of Pj 27 whhh 
provided for a basic duty tn aiticles of British nutmifat tuie and 
«*i additional duty eu those* of nou-Btili*.h oifgin. Th© differ 
«m*iation between standard and non Mard&id steel fed to a 
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heated debate in the assembly, and the opposition suspected 
that (she biil contained the principle of preference to British 
Steel to which they were opposed. Again in 1933 preferential 
duties were imposed on articles of British origin. Similarly, in 
the ease of the cotton textile industry, the Act of 1930 placed 
the duty on British goods at 13 per cent, and on non-British 
goods at 20 per cent, implying a preferential treatment to 
Britain. Subsequently, the duty on Japanese goods was 
increased gradually to 75 per cent, while that on British goods 
remained the same as before. Thus preference was maintained 
by the various agreements that were entered into between India 
and Great Britain in respeot of the cotton textile industry. 
Indians were against the policy of imperial prefereuce, for it did 
not confer substantial advantages on India and they also 
thought that it interfered with the working of the policy oi 
protection and it imposed a greater burden on the consumer 
than was necessary. It was also objected on behalf of India 
that these tariff concessions were not examined by the Tariff 
Board as to how far they interfered with the working of 
protection. 

In course of time, the policy of impellai preference changed 
the pattern of India’s foreign trade a larger part of which was 
diverted to the Erapiie countries, particularly to Great Britain. 
During the war and post-war periods, the Indian currency 
ByBtetn has been closely linked with the British currency system. 
India is yet a part of the sterling area and India’s foreign trade 
» much affected by this currency arrangement. The great deva¬ 
luation of September, 1949 endorsed by India was necessitated 
not so much by the need of Indian eoonomy as out of the fact 
that Britain devalued her currency and India had to fall into 
line with her. These changes do affect the pattern of India’s 
foreign trade. 

The whole question of trade agreements and imperial pre¬ 
ference has received a new orientation in the light of the poet-war 
international eoomxnic changes. * Reference may also be made 
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fco tfc* provisions of the Anglo American Financial Agreement of 
which in consideration of a loan of over Re. 1400 
crores granted by America to Britain, the latter was naked to 
review the policy of imperial perference and to allow American 
goods freely to come into the British and the Empire markets. 
The signing of the' Havana character in March 1MB by M 
nations is another important stage towards a reconsideration of 
the imperial preference policy. The objectives of the charter 
are :— 

if ( 1) To increase income, demand, production, consumption 
and exchange of good< 4 ; 

(2) To foster economic development particularly of those 
countries which are still in the early stages of industrial develop* 
meat and to encourage international investment; 

(3) To promote equal access of all countries to markets, 
products and productive facilities; 

(4) To reduce tariffs and other barriers to trade and to 
eliminate discriminatory tiade treatment; 

(5) To facilitate 1 hromjh consultation am! co operation the 
solution of problems relating to international trade in the fields 
of employment, economic development, commercial policy, 
business practices and commodity policy.”* 

The purpose of these ohjerthea is the establishment of 
principles on an international level *o as to remove discrimina¬ 
tory trade practices so that noononiio development of backward 
countries may be promoted. One of the clauses of the charter 
provides that any advantage granted by a member country to 
another in regard to tariffs or trade should be extended imme¬ 
diately and unconditionally to the like product originating in or 
destined for all other member countries. There are some excep¬ 
tions also under one of which India is permitted to continue the 
existing preferences with the United Kingdom and Colonies, 
though the ultimate object is their gradual elimination, by 
negotiation, on a mutually advantageous basis. Another ex¬ 
ception provides temporarily for a larger market for the industry 
^nScporroflJbc IBS S oiB S^ page*274. * * ~ 
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troughtsa^riS* f>refi^renp in other oouniries. The t^kd 
teccepifon^ ^nyig®fcg6a the formation of Customs Unions under 
whioh intorinx preferential agreements can be entered into; This 
may be AoIpfuri to India if and when it enters into a Customs 
Union with any of the neighbouring countries. 

Thus the Whole question of Imperial Preference and trade 
agreements is under discussion and review at the internatioiial 

level. . • v^r 

The question of imperial preference and trade agreements 

has heen considered i n the post war period at t he thre;? con - 
ferences held under the auspices of the International Trade 
Organisation at Geneva, Annecy and lastly at Torquay..- America • 
is not in favour of the Commonwealth preference-^ and at the 
Torquay Conference (1951) even the I, M. i\ . intervened lor tins 
purpose, hut failed .in convincing Britain of the need .of doing' 
away with the preferences. Hence the United States did not 
consider it an advantage to negotiate lor fresh concessions with 
Commonwealth countries. Canada, however, found it profitable 
to .reduce. Commonwealth preference margins on forty-seven 
items. The total value of trade ou which ludia icceivod con¬ 
cessions comes to Its. 698 lakhs and the total value of trade on 
which concessions were granted by India was increased from 
about Its. 59 crorctt to about Its. 03 crores. Thus quantitative 
results in themselves may not be very important; but wh#i* 
eyen more important is the fact that India could eou^jude 
negotiations with five out of the mx new participants in the 
tariff negotiations at Torquay. The list of .commodities on 
which India has got concessions is wide and consists of manu¬ 
factured goods an \ commodities which face direct competition 
in the world markets. Jute carpets, woollen carpets v 
’ poic nnxts and; ;otti^.J.mportaut commodities were paade,- th& 

■ subject. of ^ negofiafioris.Handicrafts,;,also /.received attpotk>n ; v 
In the list . of goods on which India odhred cotrccssipns arc 
an^ which it to our 

..rf;,;v^ ; y:y. y ;v>. : ; 

■ * See Edi tonal'#4hap .Iliadirstan Tiroes. May 12, I93U '■ "■• 
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TRADE AGREEMENTS 
flw O&awa Agreement 

In the past, many trade agreements have been entered 
into Setweeo India on the one hand and foreign countries on 
the other to bring about the expansion of India’s foreign trade. 
Of them, tjie Ottawa Agreement of 1932 was the most important. 
This Agreement was given legislative effect by an Act of 1932 
and the tariff changes underlying it came into force from 1st 
January 1933. A supplementary Agreement was signed in 
September 1933 pertaining to iron and steei, and the Indian 
legislature ratified both these agreements. The Indo-British 
Trade Agreement of January 1935 was to remain in force during 
the currenoy of the Ottawa Trade Agreement; but the former 
agreement was not endorse 1 by the Indian legislature. 

The economic depression of 1929 and after hit the pro- 
dnoersof raw material, very hard and Indian raw produce was 
called upon to face a very severe competition in the world 
markets. Our main e.\ports like oil-seeds, textile fibres, food- 
grains, etc, suffered heavily. European countries and the United 
States of America bepan to encourage the use of the produce 
raised in their Colonies. Further, many synthotio substitutes 
began to compete with India’s main exports, and in addition, 
many countries began to follow a policy of protection and placed 
restrictions on imports. In September, 1931 England gave up 
the gold standard, which implied that the pound sterling depre¬ 
ciated in gold. Indian currenoy and the ou reentries of other 
Empire countries were linked to sterling. Exports from England 
to geld standard countries began to flow, but imports Buffered. 
England imposed duties on imports; but pending negotiations 
with India and the Dominions, provision was made to make the 
products of Commonwealth Countries free from duties. Hence 
the Ottawa negotiations were concluded in 1032. 

Arguments Per Ottawa 

The advocates of the Ottawa Agreement pointed out that 
if India had not entered into this Agreement, she would have 
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k»t access to the biggest 090 a aukit of the world, namely, 
the United Kingdom. Indian good* were fkchig keen oompoti- 
tioa in European markets and there were currency difficulties 
in the latter, which were not present in the sterling area . 
countries. As a result of the Ottawa Agreement, India could 
have smooth trade with Empire countries without fading ex* 
ohange restrictions. Hence it was to the advantage of India to 
have entered into the Ottawa Agreement. 

The advocates of the Ottawa Agreement pointed out that 
India's export trade to the United Kingdom increased by 28.3 
per cent, in two years immediately following the oonoluaion of 
the Agreement; bat her trade with other countries increased 
only by 4 per cent. Exports into England from India increased 
in a larger proportion than ths total i nports of raw materials 
into that country. The figures for 1934-35 indicated a slight 
setback in the movement, but it was because the effeot of the 
momentum beoame slow after some time. 

The opponents of the Agreement pointed out that the 
exports of articles in the preferred group increased by about 
10 per cent; but the rise in respect of non preferred artioles was 
even higher. Henoe it was pointed out that India’s trade 
expanded not because of preferences but because of a general 
rise in the demand for Indian goods in the United Kingdom. 
This view, however, was not correct. Between 1981 and 1984 
there was a fall of 22 per oent. in the imports of preferential 
artioles into England, but the exports from India increased. 
It means that the exports from India increased in a market 
which was shrinking and the reason for this increase could be 
Imperial preference. In the non-preferential group were those 
commodities whioh had not to face serious competition and even 
their exports increased. According to the advoeafass of the 
Agreement, they were not placed in the preferential list because 
they had hot to face competition. The export of commodities 
in the case of preferential group increased because in the case of 
cotton the Lancashire Cotton Committee carried on propaganda 
toe its wee. 
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"iHfe critics of the Agreement pointed out that an Inotoaen 
thoUnited Kingdom iodiwttd diversion of title 
fiMMA Other eountriee to the United Kingdom. The advooetes of 
the Agreement, however, pointed out that exporta to foreign 
countries woaM have fallen because they were following the 
po&ey of aelf-sufficiency and reatriotion and it was this pohoy 
which mi mainly responsible for the Ottawa Agreement. India 
was, of course, selling 66 per cent, of her goods to nonEmpire 
countries; but she was finding it difficult to maintain this 
position and the Ottawa scheme of preferences helped her to 
maintain her export trade. The oritics of the Ottawa Phot 
feared retaliation against India in foreign countries, but the 
advocates pointed out that the restrictions in foreign eountriee 
were not specially directed against India; but they were general 
in character. 

A rg umen ts Against Ottawa Agreement 

Many arguments were advanoed agaifist the Ottawa pact. 

(1) It was pointed out that it would divert India’s foreign 
trade from its natural channels and cause injury to it, because 
preferences would decrease competition in the United Kingdom, 
but increase it in foreign markets. The fact was that only a 
few articles like lin-seed, carpets and rice were benefited by 
preferences. There were many commodities which were supplied 
to the United Kingdom by India as also by tbe other Empire 
countries like Burma. With the separation of Burma in 193? 
that country became India’s competitor in the United Kingdom 
in respect of rice and other commodities. In other oases, prefe¬ 
rence was not necessary. Tea may be cited as an ins tan oe on 
the point. In the case of tea, the producing countries had 
already come to On agreement amongst themselves. In many 
caito, preference was unnecessary, because India was the only 
supplier to the United Kingdom as in the case of jute and ' 
mica. In many other cases, further expansion could not bo 
mu«h expected because other Empire countries were competing 
in the United Kingdom market with India. In many oases, the 
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exports from India were too email to gsjt ssfSf substantial .Leneflt 
by a^y scheme of preference, *Bbe poeMblSiy of fpbgtitiitea was 
time to neutralise the effect of preference, It was a^o pointed 
out that preference Implied a toss of revenue to ike Government 
or a sacrifice to the consumer, the former, because trade W a8 
diverted from the higher to the lower duty and the latter# 
because the consumer had to pm chase the higher-priced goods* 

* It was pointed out that Imperial Preference was not suit¬ 
able for India because of her varied resources which she wanted 
to utilise for her own benefit and she followed a policy of protec¬ 
tion, which to a certain extent, was neutralised by preference, 
India should try to retain the foroign markets, which could be 
done by bilateral trade agreements with foreign countries The 
opponents of Ottawa pointed out that India's capacity to derive 
benefit by entering into bilateral agreements was reduoed by the 
Ottawa scheme of preferences ; because they related to a large 
variety of goods and India could not offer any concession to 
foreign countries, Ageewents with other countries would not 
have adversely affected Indian exports to the Unite 1 Kingdom, 
because they weie raw materials and that countiy needed raw 
materials at low prices. At that tune, England was India's main 
creditor to whom payment couWf be made through surplus of 
exports over imports. If this surplus fell, India would not be 
in A position to pay her debt to the United Kingdom * 

After 193G-37 India came to have a large export surplus 
with Britain. The supporters of the Agreement pointed out that 
in future trade agreements also India could adopt the same line. 
It should, however, be pointed out that in considering this 
balance of trade we should also take into consideration invisible 
imports and as our trade with European countries declined, we 
requited a larger export balance with the United Kingdom* 
Ottawa itself brought about this result uhich did not justify the 
liberal concessions to Britain. In India British capital was in* 
vested and if Britain had placed restrictions on export* from 

* The position is different today when si a remit of tbs vmt tints eondkioaf 
India has enlarged as a creditor and her sterling debt has been w$pedet& 
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%#8m she herself wouM have saffefed. 

It was alse pointed out against the Agreement that it was 
not based cm any thorough enquiry by a body of experts, but it 
was done in a hurry and the Indian delegation could not make 
full use of India's bargaining power, for it did not include any 
responsible representatives of Indian agriculture, industry and 
OOtomerce, In 1938 the Indian Legislature gave an adverse 
verdict on the Ottawa Agreement and on the Indo-Britisb Trade 
Agreement of 1935 and it did not favour their continuance. The 
Government of India, therefore, gave six months' notice to 
terminate the Agreement, Within this period of time, negotia¬ 
tions were started for a new agreement between the Japanese 
Government and the Government of India. Meanwhile the 
Ottawa Agreement was to continue subject to termination at 
three months’ notice. 

The Bombay^Lancasfaxre Textile Agreement 

This Agreement is commonly known as Mody-Lees Paofc. 
On the British side, the Agreement was signed by Sir William 
Lees and on the Indian side it was signed by Sir Horn! Mody 
and it was to remain in foree up to the end of December 1938. 
Under this Agreement, the Indian side wa<* to remove the general 
surcharge imposed in October 1931 when this was made possible 
by the revenue position in India. Further, on certain goods 
imported from Lancashire, viz., cotton yam and artificial silk 
goods, duties were to be reduced. The British side recognised 
the right of India to protect the Indian industry even against 
the United Kingdom, but it emphasised that a higher level of 
protection was required against other countries. The British 
side was to try to secure the Increasing use of Indian raw cotton 
mdSMtain and it would recommend effective action in that 
coane^oB. It was also to see that the advantages that were 
ccenred in the Colonial markets for British goods were also to be 
WMBttfcid for Indian goods. It will thus be seen that the Indian 
ride gave substantial advantages to the British textile industry, 
whereas the advantages given by the British side were not so 
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Kibe tan tiaL The Agreement did encourage the use of Indian 
raw cotton In Lancashire and it proved of advantage to the cul¬ 
tivator in India. It was criticised mainly on the ground that 
India conferred substantial benefits on Lancashire, while the 
latter made only promises and it also meant the withdrawal of 
a certain degree of protection that the Indian industry was being 
given. It did not make it obligatory on Lancashire to purchase 
any definite amount of Indian cotton though it held out a pro¬ 
mise to encourage its use. The promise securing Colonial 
markets for Indian cotton goods could not be of substantial 
benefit to India, for the Bombay mills were unable to withstand 
foreign competition even in the home market. 

The above Agreement was followed up by the Indo-British 
Trade Agreement of January 1935. It was to remain in force 
during the period of the Ottawa Trade Agreement. Under this 
Agreement, it was laid down that an Indian industry might 
require a higher amount of protection against foreign goods than 
against the goods of the United Kingdom and the Government 
of India would give protection only to those industries whose 
claims had been established under the policy of discriminate 
protection which India was then following. The amount of 
protection was only to such an extent as would raise the prices 
of imported goods to the level of the prices at which goods pro¬ 
duced in India were being sold in the Indian markets. As far 
as possible the duties on the goods coming from the United 
Kingdom were to be lower than on foreign goods. The Agree¬ 
ment conferred a novel advantage on the United Kingdom by 
giving full opportunity to any industry of that country to 
present its case before the Indian Tariff Board when the question 
of granting protection to an Indian industry was under investi¬ 
gation. It was also agreed that if there was any radical change 
in the conditions of protected industries daring the period of 
protection, the Government of India could moke an enquiry 
into the position of existing duties and the United Kingdom 
industry could present representation which was to receive fhjd 
consideration. 
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The Government of the United Kingdom were to en- 
ootrrage the uw of Indian goods in the manufacture of articles 
in tine United Kingdom and step? were to be taken to stimulate 
the tws of Indian cotton in all possible ways. Indian pig iron 
was to enter into the United Kingdom market free of duty so 
tong as tiie duties on articles of iron and steel imported from the 
United Kingdom into India were those which wore laid down 
under the Steel Protection Act of 1934. 

This Agreement was not welcomed in India and the Indian 
legislature did not rote for it. The defenoe of the Agreement 
was that it laid down no new principles and as suoh it was 
unnecessary to have consulted commercial opinion. It did not 
change the Fiscal Autonomy Convention, It was pointed out 
that the Agreement gave important benefits in respect of the 
increased consumption of Indian cotton and of raw and semi* 
raw materials in the United Kingdom and the facilities which 
were available to British goods in the Colonies were also pro- 
oised for Indian goods. 

Indian commercial opinion was, however, vehemently 
ipposed to the Agreement as it whittled down even the dia- 
iriminate protection which had been in force in India since 
1923. The faoilities given to an industry in the United 
Kingdom to present its case when the question of protection in 
respeet of an Indian industry was under consideration was a 
| novel principle. This Agreement expired along with the Ottawa 
Agreement. 

*Ihe hade-British Trade Agreement of 1939. 

This Agreement was put into effect by the power of certi¬ 
fication of the Governor-General. The scope of preferenoee gran¬ 
ted to tiie United Kingdom was reduced as articles under food, 
drink and tobacco and certain other articles were not to receive 
L preference. Preference was granted only in the oase of articles 
|tke motor ears which were not manufactured in India. Many 
commodities like drugs and medicines were removed from the 
•oope of preference and thus certain preferential heads warn 
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redefined. The Ottawa, Agreement fond not touched commodi¬ 
ties which were protected in India; hut the Agreement of 1980 
incorporated the arrangements regarding the duties on Lancashire 
gooda even ttough the Indian textile industry was a protected 
industry and it whittled down the protection to a considerable 
extent. The Agreement kept a large number of Indian goods in 
the United Kingdom markets within the fold of preference* On 
some items like chemical®, woollen carpets, etc,, India gave a 
preference of 1 ) per cenland on other items like motor oars and 
motor cycles, she gave a preference of 7\ per cent. The United 
Kingdom continued the free admission of some Indian goods 
like raw jute, lac, mica slabs, etc. On some commodities a 
pre/erenoe of 10 per cent, ad valorem was granted by the United 
Kingdom as in the case of oil seeds, spices and othor articles. A 
preference of 15 per cent was granted on certain other goods 
manufactured from jute and on some kinds of oil seeds. In other 
cases, a preference of 20 per cent, was granted. With regard to 
pig iron, the arrangement was that it was to be allowed duty 
free in Butrin; but after the end of Maich 1941, a customs duty 
could be imposed, if the Government of India imposed duties 
which were less favourable to the United Kindom that those 
under the Steel Protection Act of 1934 on articles of iron and 
steel imported into India. Some preferences formerly enjoyed 
by India in Britain were reduced whereas others were abolished. 
This was necessitated by the separation of Burma from India. 
In the case of cotton pieeegoods a sliding scale of duties was 
fixed under the Agreement. This was linked with the export of 
Indian cotton to the United Kingdom, and with the import of 
cotton piece-goods from that country into India- The Agree¬ 
ment provided for a separate trade treaty with Ceylon which 
was to enjoy the Ottawa schedule of preferences for a certain 
period of time* This Agreement was neither approved by the 
Indian textile industry nor by tfce commercial organisations in 
India for many reasons. Firstly, it was not endorsed by the 
assembly, but it was certified by the viceroy. Secondly, India 
was then a debtor country and it was necessary to maintain an 
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export surplus, which the agreement ignored. The Government 
also ignored the recommendations regarding the claims of Indian 
insurance companies, Indian hanking companies end Indian 
shipping. Thirdly, the preferences enjoyed hv the United 
Kingdom in India weir more than those recommended by the 
unofficial advisers and as >m*h India’s capacity to enter into 
trade agreements with European couniries was reduced, for she 
could not offer much h> those countries. Fourthly, the prefe¬ 
rences that were granted by India to the United Kingdom were 
in respect of goods which had to face keen competition. 

According to the official estimate, the value of India’s 
export trade which was given preference under the agreement 
was about Rb. 37 erorcs, whereat* India granted preference to 
the United Kingdom only on the value of about Rs. 8 crores. 
According to the unofficial advisers, the value of trade on which 
Tndia got preference in tin* United Kingdom was only about 
its, (> crores. \eeimling to thorn, the articles which were to be 
on the duty-free list in the United Kingdom were not to be 
included, because Britain could not afford to levy import duty 
on articles like raw' jufco which were essential for important 
British indust ties. Further, it wbm pointed out that preferences 
were given to the United Kingdom in the case of manufactured 
goods, which competed with Indian-mado goods, while the 
United Kingdom granted preferences only in the case of raw 
materials which were essential for British industries. India lost 
the preference on wheat, while that on rice was reduced; but 
it may be pointed out that the loss of preference on wheat was 
of no importance, for, by that time, India had become an 
importer of wheat and the reduction of preference on rice 
was no disadvantage to India, for, after the separation of 
Burma, India did not lemain a large exporter of rioe. The 
Agreement was also criticised in respect of the arrangement 
under which the export of Indian raw cotton to Lancashire was 
linked up with imports of British piece-goods into this country. 
The quantities of raw cotton to be purchased by the United 
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Kingdom meant no special sacrifice to that country and they 
foil short of the normal purchase of the Indian cotton by the 
Lancashire industry. India was, however, asked to guarantee 
the purchase of a certain quantity of cotton piece-goods of the 
United Kingdom origin. This was much more than India im¬ 
ported before the Agreement. The Agreement made no mention 
of the different varieties of Indian cotton to be purchased by 
Lancashire. The demand of the Indian cotton growers was that 
0 5 per cent, of the purchase should bo of short staple cotton. 

Broadly speaking, the Agreement was some improvement 
over the Ottawa Agreement. The provision relating to the 
linking of the purchase of Lancashire piece-goods in India with 
tho offtake of Indian cotton in Lancashire whs disadvantageous 
io India. Tho Agreement secured the United Kingdom market 
for some of tho commodities which were in essential nec^l of it. 

The Indo'Japaneae Trade Agreement of 1934 

The Indian cotton industry was facing a keen competition 
fiom Japan and the duty against Japan was increased gradually 
to 75 per cent, ad valorem with a minimum of annas pei 
pound on plain grey goods in June 1933. Eveu this proved to 
be insufficient. Hence the I ndo-Japanese Trade Convention 
of 1934 was abrogated by the Government of India. The conse¬ 
quence of this was that there was retaliation m Japan and the 
use of Indian cottou was boycotted in that country. Negotia¬ 
tions continued between the Japauese delegation and the Indian 
delegation and the Japanese boycott was withdrawn in 1934 
when the Government of India reduced the import duty on 
Japanese pieoe goods to 50 per cent. A new trade agreement 
was entered into between Japan and India in 1934. Under this 
agreement, broad general principles were laid down governing 
the trade relations between the two countries for the future. 
Both the parties agreed to grant to each other the most- 
favoured-nation treatment aud both had the right of imposing 
special customs duties on the goods of each other to neutralise 
the effect of exchange variations and though both could make 
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tariff changes to suit their interest, they were to enter into 
negotiations to reconcile the conflicting interests between them. 
The other part, called the Protocol, laid down the duties which 
were to be imposed by either party. The duties to be imposed 
by India were not to exceed 50 per cent, nd valorem or 5‘ annas 
whichever, higher, on plain grey goods and 50 per cent, ad valorem 
on others, A system of quotas was prescribed for cloth import 
into India and for raw cotton exports from India, Japan was 
to send 325 million yards of cloth to India and she was to 
purchase one million bales from India in any cotton yean The 
cotton year for piece gi>Is was to begin on 1st April and for 
raw cotton on 1st January, The maximum qua util y of cotton 
piece-goods that could be sent to India was 40 orores of yards a 
year. Above 325 million yards of basic alio 1 meat, for every JO 
thousand bale-* ovei one million bales, th » i.noorls from Japan 
were to be increased by H million yank Jupm could send 
four categories of otton piece-goods to In Im, plain greys 4> 
per cent, bordered greys 13 per cent, blea ’he l white S per cent, 
and coloured 34 per cent. 

The Agreement brought relief to tins cultivator, the mill 
owner and the cotton merchant in India. Japan also got ad 
vantages inasmuch as the customs duty on Japanese goods 
was reduced to 50'per cent and Japan also got the most-favour- 
edmation treatment. The Agreement was not happily received 
in India. The quota system came in for a great deal of criticism 
There were certs in loopholes in the quota system which wore 
taken odvintage of by (he Indian merchants as also by th > 
Japanese exporters. Font* which were rejected cuttings oi 
cloth pieces were importo 1 at a srnillor duty. They were not 
included in the quota and so was the case with artificial sill 
goods, large quantities of which were imported into India, 
Japan began to send mario-up cotton goods like shirts, etc., and 
Japanese exports to India increased considerably. Taking ad¬ 
vantage of the most favoured-nation clause in the agreement, 
Japan dumped large quantities of cheap manufactured goods 
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like glassware, boots and shoos, and cycles and umbrellas. The 
imports of ther* g )i>rU a Ivcrsely affected mauy In liau handi¬ 
crafts and the range of goods imported from Japan increased 
considerably. Japaa purchased a largo amount of raw cotton, 
because she required a cheap raw material. 

lado^Japanese Trade Agreement of 1937 

The non-official Indian advisers to the Commerce Depart¬ 
ment of the Government of Tudia reoommended a sub dan Hal 
reduction in the quantities of Japanese cotton piece-' im¬ 
ported into India. They also emphasised that the quota for 
fents should be fixed and it should boar a certain proportion to 
the general cotton piece goodn quota. The artificial silk piece- 
goods should also be included in the general piece goods quota 
and made up cotton cloth garments should also he treated on 
the same basis. Low grad© Japunese yarn should also be 
subject to a quota. On miscellaneous goods, there shoull be 
substantial import duties to protect the cottage industries of 
India, or there should be quotas for their imports under the new 
Agreement. 

This new Agreement was to remain in force up to the end 
of March, 1940. Under the Convention part of the Agreement, 
Japan got the most-favoured-nation treatment for three years, 
but in the case of the cotton Protooal the annual basic quota of 
Japanese piece goods was reduced from 325 million yards to 283 
million yards against the purchase by Japan of Indian raw cotton 
of one million bales. This reduction was necessitated by the sepa¬ 
ration of Burma from India. The maximum limit of imports of 
ootton pieoe goods from Japan was reduced from 400 million 
yards to 358 million yards on condition that Japan took 1J million 
bales of raw cotton from India, The coloured cotton piece goods 
were divided into : (1) printed goods and (2) dyed or woven goods. 

The percentage quota of coloured pieoe goods was in¬ 
creased from 34 to 37. The basic quota of ootton piece-goods did 
not include feats, but the imports of the latter into India were to 
be limited to 8,950,500 yards annually. The customs duties on 
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cotton fbAti wore not to be more than 35 per cent, ad valorem. 

TI$J)9 Agreement was criticised inasmuch as it maintained 
the ttfatuft quo and it did not secure protection, for the 
minor Industries of India against competition. Cotton fonts 
bud not been included in (he quota and the same was the case 
with artificial silk piece-gods and silk fonts which should have 
been included in the quota. Under Mm Japanese-Burma Agree¬ 
ment. Burma’s quota for Japanese piece goods was fixed at 
42 million yards and the Indian quota was reduced by an equal 
amount. Burma’s requirements were, however, estimated at 
70 million yards annually when the basic quota of the old proto* 
cal of 1924 had been Thus Tndia had to absorb 28 million 

extra yards of cotton niece goods and her quota should have 
been reduced by 70 million yards. No opportunity was taken 
to ensure for India a lau share in the carrying Made between 
India and Japan. 

The Agreement could be dcfrudel on the grounds that the 
interests of the cotton grower hid to be safeguarded first which 
was done under it. The oTtuke of Indian cotton was stabilised 
for three years. The Indian mills absorbed about 50 per cent, of 
the cotton produced in India and the E iropean markets could 
not purchase the remainder. It was, therefore, necessary that 
Japan should purchase this surplus quantity of our raw cotton. 

The Government of India did not give the necessary 
notioe in December 1939 to terminate the agreement with 
Japan, which was given in 1941. 

Iadd-Burma Trade Agreement of 1941 

Anew agreement with Burma was signed in April 194). 
Under this Agreement both the Governments were free to 
impose tariff duties, subject to the reciprocal concession that 
their general tariff rates would give preference to goods of 
India and Burma as the case might be to the extent of 10 per 
cent, against Empire goods and 15 per cent, against foreign 
goods. Each party was to give to the other the most-favoured* 
Empire nation treatment. 
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Burma agreed to give free entry to a large number of 
articles like coni, raw cotton, pig iron, etc. It also agreed not 
to tax cerium article-, at iates higher than 3 per cent. fife in the 
case of chemicals, drugs, paints and woollen blankets. The 
duty on certain other goods like uotlee, apices, etc., was not to 
exceed 10 per cent. India, on lior part, granted free entry to 
certain goods of Burmese origin" like timber, gums, iron ore, 
aluminium, etc. Certain goods were to be admitted subject to 
special talcs. Cotton goods exported to Burma from India and 
kerosene exported from Burma into India were given separate 
tariff treatment. The duty on cotton piece-goods sent to Burma 
was not to exceed 10 per cent, and the fact that the quota oi 
Japanese cotton piece-goods remained ou the existing level gave 
an advantage to hnlia. The margin oi preference on kerosene 
was fixed at nine pies per gallon in Indu, but the Government 
of India resen ed the right to impose a surcharge which was 
clone in Apiil 104 1 . The exports of timber to India aud of 
sugar *to Burma were separately provided for. The Burma 
Government was not to impose export duly on timber durine 
the war. She also agreed to encourage the imports of sugar 
iiom India into hei territory. India was not to impose am 
duty on rice coming Iiom Burma so long im it was imported into 
India from other countries duty free. Tn case India imposed a 
duty on broken rice; n prefeumoe not exceeding 10 per cent, was 
to be granted to Burma rioe. 

Bilateral Trade Agreements 

A large number of iouiiLiie& entered into short-term bila 
teral trade agreements after Previous to that, the most¬ 

favoured-nation piinciplc was iu operation; but thereafter, 
bilateral trade agreements came to be entered into. The lattei 
are either Hearing Agreements or they are Compensation or 
Barter Agreements. l T uder the latter, there is provision for the 
direct exchange of goods for goods They may be entered into 
between two Governments or firms iu the countries concerned. 
The Clearing Agreements do not specify the commodities that 
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are ItO be exchanged, hub they pimply regulate bilateral trade so 
that exports and imports may balance and foreign exchange is 
regulated under them 

India's export trade suffered in the depression. Indian custo¬ 
mer imposed restrictions, particularly in the European markets 
There was a general policy of plann >d trade on the basis of trade 
treaties. Hence the (Jovernmcnt of Tndia entered into bilateral 
trade agreements with all important countries whose policies of 
regulated commercial exchange had seriously affected India's 
export trade. In ID.'lfl, the Legislative Assembly recommended 
that the Government of India should examine the possibilit y of 
bilateral trade agreements to safeguard her interests. The 
Government, however, were not convinced of the need of this 
policy. According to them, India’s export trade connated of 
a few raw materials sent abroad and for lmr a favourable balance 
of trade was necessary. She could not, therefore, close any 
door open to her. Bilateral agreements diminished the total 
trade of the parties concerned, but this policy whs also likely to 
cause damage to third parties by diverting trade from its 
natural channels. The policy of laying emphasis on favourable 
balance and ignoring the volume of trade would lend 
to a falling of in internal trade. India would lu«*o by such a 
policy. The Government of India was not, therefore, in favoui 
of restricting imports. In regard to agreements with countries like 
Turkey, Germany, Italy and Iran, it may Ihj said that normally 
India’s exports to them exceeded the imports from them. If 
she reduced imports from abroad then her exports would also be 
reduced. The exports from them would also compete with Indian 
goods. Further, India did not have an assured market in other 
countries for her raw materials and food products. For instance, 
Germany was obtaining largo quantities ot raw materials from 
other countries and this was the case with many other European 
countries also. France was importing goods from her Oohmies 
and the same was the case with the United States of America, 
Hence India could not isolate herself from the world and she 
needed An outlet for her surplus produce in foreign markel-i. Her 
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prosperity depended upon the unrestricted flow of international 
trade. 

It could be said in favour of bilateral trade treaties that 
there wag a tendency in other countries towards laying emphasis 
on economic self-sufficiency and this tendency was Increasing. 
India was, therefore, to follow the policy which was being 
followed by other countries. The agreements entered into by 
India with Japan, Britain and Germany were in keeping with 
this tendency. 

The Indo"Pakistan Trade Agreement of 1951 

In the podt-wat period also that policy is being pursued 
by India. Reference here mi > bo jjiven to the Indo-PakisUn 
Trade Agreement of February 1951 which was to remain in 
force tip to June 30, If) >2. This igroemenl was necessitated by 
the fact that as a result of the non- levaluation of her rupee by 
Pakistan in terms ol the dollar in September 1949, trade bet¬ 
ween India and Pakistan had eomn almost to a standstill The 
value of the Pakistan mpee wss artificial!y raised in terms ol 
the Indian rupee. Indian cotton ind jute mills suffered 
considerably because raw material was not available to an ade- 
quate extent. The position of the jute growers in Eist 
Pakistan also become very difficult. Hence it was in the 
interest of both countries to have enteied into this agreement. 
Under this agreement, Pakistan was wO receive from India 
600,000 tons of coal before the end of June 1951 and another 
1 $ million tons before June 1952 as also quantities of steel, 
textiles and cement. India was to receive in exchange raw jute, 
raw cotton and foodgrains. She was to receive 13,5 lakh bales 
of raw jute before the end of June 1951 and another 25 lakh 
bales before the end of June 1952. About 100,000 bales of raw 
cotton were to be made available in the open market up to the 
end of June 1951. By the end of December, 1951, India was to 
receive foodgrains amounting to 2,50,000 tons* The most impor¬ 
tant feature of the agreement related to the par value of the 
Pakistan rupee which was accepted by the Government of India 
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at rupees 100 of Pakistan equal to rupees 144 of India. The 
baying fate of the Reserve Bank of India of the Pakistan rupee 
was rupees 69*6*3 and the selling rate rupees 69-6 6. 

The trade agreement was to be helpful in ensuring the 
Mipph of raw cotton and raw jute for the two important Indian 
industries and also in reboot of fondgrains, The number of 
ooinmoditiuH which largely enter into bonier trade were to be 
placed on tin* open general licence, India ha« not (teen receiv¬ 
ing (be scheduled supplies of commodities from Pakistan. 

As already poiuied out above, the sotting up of the Inter¬ 
national Trade Organisation is an important landmark In inter¬ 
national trade policy. The whole question of imjierial preference 
md trade agreements is being considered afresh in the light of 
new international economic conditions and reference has already 
'*“■11 made to the Havana Charter under whioh trade restrictions 
arc to bo removed and discriminatory practices are to be 
ilsilished though there are exceptions in favour of industrially 
backward countries, A reference to them has been made 
dmve.* TIow the policy underlying the establishment of the 

International Trade Organmtiou is to be given effect to is yet 
. * 
to he seen. 



CHAPTER XXXI 
INDIAN FISCAL POLICY 

One of tbc methods by which the JState helps the economic 
development of a country is the fiscal policy. In the past* 
other countries like America, France and Germun> built their 
industrial structure under tariff protection; but the Government 
of India was following the policy of free trade. The consequent' 
was that India beoame an exporter of raw materials and an 
importer of manufactured articles. During the latter half ol 
the nineteenth century only two important industries, namely, 
cotton and jute, were developed for which India possessed ex¬ 
ceptional natural advantages. Indian economists pioloMed 
against this policy of the Government of India; but no atten¬ 
tion was paid to them, In World War I, imports beoame 
difficult and the weakness of this polio j r vvih, theroftm*, realised 
by the Government of India. Hence the Indus! rial Coin mission 
was appointed in JOle to make /eoornmejidations lor developing 
the industries of the country. The Commission recommended 
that “in future Government must play an active part in the 
industrial development of the country with the aim of making 
India more self-contained in respect of man and material/' The 
terms of reference of the Commission did not permit it to make 
recommendations in respeot of the fiscal policy. Hence it made 
recommendations for improving the departmental organisation 
for encouraging industries, for improving technical education and 
for the provision of research facilities, etc. Meanwhile, political 
conditions were changing and the Joint Select Committee on th^ 
Government of India bill, 1019, recognised that fiscal freedom 
should not remain behind political freedom. Hence it 
suggested the establishment of a Convention under which the 
United Kingdom Government should not interfi re in the fiscal 
policy followed by the Government of India, This recommends- 
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\ k>n was accepted by the Secretary of State for India In M21 and 
till* step Was a landmark itt the history of Indian fiscal policy* 
The Fiscal Commission was appointed in M21 ? which felt 
(hat industrial development would be of great advantage to 
India as it would create new sources of wealth, encourage the 
growth of capital, increase public revenues, provide employment 
for labour atid reduce the excessive dependence of the country 
on agriculture. Tt recommended protection with discrimination 
so that the burden on the community stfould be light and 
violent disturbances in industrial conditions should be avoided, 
Ffence the following three conditions were laid down for the 

selection of industries for protection:— 

• * 

(1) The industry must possess natural advantages such as 
an abundance of the supply of raw material, cheap power, a suf¬ 
ficient supply of labour or a large home market. Without these 
advantages, no industry was to be protected, otherwise it would 
In come a permanent burden on the community. 

(2) The industry must he one which without the help ol 
protection v ns not likely to develop at all or might not develop 
so lapidly awas desirable in the interests of the country 
“The main object of protection is cither to develop Industries 
which otherwise would not be developed or to develop them 
with greater rapidity.” 

(3) The industry must be one which will ultimately lx* 
able to face world competition without protection. The pro 

tection contemplated was temporary to be given to industries 
which would eveutuaijj le ablo to stand on their own feet. 

The Commission also made the following recommendations 
for the development of industries :— 

(1) That raw materials and machinery should be imported 
free of duty and that semi-manufactured goods used in Indian 
industries should be taxed as lightly as possible. 

(2) That industries essential for national defence and for 
the development of w bioh conditions were not favourable ih India 
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be adequately protected, if necessary. 

(9) That ordinarily no export duty should be imposed 
except for revenue purposes and at low rates, 

Turin Beard 

The constitution of a permanent Tariff Board was recoin* 
mended. The Board was to investigate the claims of industries 
for protection and to watch the operation of the tariff and 
to advise the Government and Legislature in carrying out the 
policy. 

Hence subsidiary recommendations were also made, namely 
that special difficulties experienced by industries facing foreign 
competition should he investigated and removed. In this cate¬ 
gory were to come shipping rebates granted in foreign countries 
or unfair advantages caused by dumping, depreciated exchanges 
etc. Primary education was to be given a greater industrial bias 
and opportunities were to be provided tor 1 1 anting apprentices. 
No obstacles were to be raised to the fiee inflow of foreign capi¬ 
tal and monopolies were to be given only to the companies which 
were registered in India with rupee capital and which >atiati^l 
certain other conditions. They weie to havt a leasonable pio 
portion of Indian directors and they were 1o give f Abilities foi 
training Indian apprentices. 

The three conditions laid down foi the selection of indue* 
tries for protection were criticised by the minority of the 
Commission. The object of the firat condition was to see that 
the protected industry did not cause a permanent burden on 
the community and the same was the aim of the third condition. 
The Commission separated the two conditions and specifically 
laid down under condition (l) that the industry should have 
comparative advantages like abundant supply of raw material or 
a large home market. The advantages were simply illustrative, 
but they came to be regarded as rigid conn it ions in actual prao* 
ties, to be complied with before protection could be given, For 
example, the Government did not accept the Tariff Board’s 
recommendation for granting protection to glass on the ground 
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tHkl tb^#ssebtia*l raw material wan not available in th e country* 
the Commission considered a large home 
mMk a factor determining comparative advantages, bat the 
poerfWlit^efl of export markets were ignored where the home 
market by itself was not large enough. The second condition 
waa unnecessary, foi no industry was likely to apply for protect 
tion if if'did not have to face competition. 

Thus, as remarked by the Fiscal Commission, 1949-50, 
protection was not visualised as an instrument of genera) eco¬ 
nomic development. but was viewed as a means of enabling 
particular industries to withstand foreign competition when the\ 
applied for protection. This resulted in a somewhat lop-sided 
development. With such an approach, if wan not possible fo» 
the basic and kej industries to dev* lop. Such conditions have 
not been laid dowm in any other country for the selection of 
industries for piofcction. In fact, the Tariff Board should 
have been left free to consider the advantages and di« 
advantages of protecting au industry in the interests of national 
economv without attaching any rigid conditions. But tmdei 
the scheme of discriminate protection, the Tariff Board hnd to 
justify the grant of protect ion acoordina to the latter of these 
conditions. 

In 1923 the Government accepted the above pobey to 
foster the development of Indian industries. In applying the 
principles of protection regard was to be given to the financial 
needs of the country and to the dependence of the Government 
on export, import and excise duties foi protecting revenue. The 
resolution accepting protection laid emphasis on the three 
conditions giveu by tbe Commission. But other forms of assist 
anoe recommended by the Commission were ignored. The 
mistake of the Government was the failure to appoint a 
permanent Tariff Board with tbe functions recommended by the 
Fiscal Commission. Tbe Government set up ad hor Tariff 
Boards and made frequent changes in their personnel, Hence a 
long-term view could not be taken of protection and an efficient 
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body of taehniqn* and procedwe eouW noi bo Mi ISpro 
were itolAc^blo defeat# in the working of the polkgr* Df»bfcy 
took plane in referring vases to the Tariff Board. Tb®fio*#d 
took ft long time to conduct the enquiries and tfcj* <Gove*?w- 
mem also took a long time in arriving at decisions on the 
recom mend at ion m of the Board. It is not known in bow many 
eases applications were rejected by the Government without 
referring them to the Board. In the ease of some important 
industries the Government did not accept the recommendations 
of the Tariff Board. In the ease of tflnsa and the woigted 
section of the woollen industry the Government rejected pro 
taction because of the absence of essential raw materia^ 
in India. In the case of the non-worsted section of the woollen 
industry, the application for protection was not endorsed 
by the two mills whioh were dominated by British interests 
and which were in a very efficient state. The Tariff Board 
recommended protection for the Indian section, but the Govern¬ 
ment did not grant protection, for according to them an import¬ 
ant section of the industry had not tendered evidence and that 
the Board's conclusions did not apply to the industry as a 
whole * 

The Go\eminent continued protection to the existing 
industries during the war under tlie Pioteetive Unties Continua¬ 
tion Acts. The war g«ive a stimulus to new industries and the 
Government felt Ihe necessity of encouraging them. It was 
announced in 1940 on behalf of the Government that industries 
started during the war Mould be adequately protected if they 
were organised on sound business lines. In 1945 the Govern¬ 
ment were con voiced that assistance or protection to industries 
started dnriiur the war would become very necessary in the 
transition period. Hence thov proposed to set up a Tariff Board 
for investigating the chums pf such industries for assistance or 
protection. This was to be a short-term measure pointing to 
the formulation ol a long-term tarifl policy and the establish- 

* Report of the fmliaft Fiscal t’ortrataion lHn-50, page* 51 and 52* 
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machinery for tin* purpose. An interim 
Tariff Bafcfd was appointed in November 1945 for two years to 
investigate the claims of various industries for protection* The 
following conditions were to Iks satisfied by an industry seeking 
prelection s~* 

(IK “That it is (\stabUahed and conducted on sound busi¬ 
ness lines; end 

(2) (a) that, having regard to the natural or economic 
advantages enjoyed by the industry and its actual or 
probable costs, it is hkely within a reasonable time to 
develop sufficiently to be able to carry on success¬ 
fully without protection or State assistance, or 
(b) that it is an industry to which it is desirable in the 
national interests to graut protection or assistance 
and that the probable cost of such protection or assis¬ 
tance to the community is not expensive. ’ 

Thus if conditions (1) and (2) (a) oi (b) were satisfied, the 
Board would recommend whether a protective duty should be 
imposed. The Board would also determine the rates and the 
Articles on which protection should bo imposed. U was also to 
ie>oornraend alternative measures to assist the industry and it 
was bo suggest the period, not exceeding three years, for which 
the tariff or other measures were to remain in tureo. The 
Board was also to give weight to the interests of the consumer 
and to consider how the recommendations would affect other 
industries using the articles to which protection was to be 
granted. The Board was icquested to complete its enqulues 
expeditiously and to submit its report soon after concluding the 
investigation of the claim of each industry, 

The conditions of protection in 1945 were an improvement 
on the conditions under which the pre-wai Tariff Boards 
were working. The most important change wtu> the decision to 
allow the Board to recommend protection or assistance to those 
industries which it considered to be of national importance. The 
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Board was also asked to recommend what additional measures 
should be adopted to assist the industries. The Board put a 
liberal interpretation on its terms of reference. Furthesr, most of 
the industries established during the War were hurriedly set up 
to meet defence requirements or to fill serious gaps in the supply 
of essential goods for civil consumption. They had to work 
under groat handicaps in respect of machinery, technical 
personnel and raw materials which were in short supply The 
majority of workers lacked training and skill. The movement 
of raw materials and flnishsd goods was slow and uncertain .tnri 
there were strong inflationary forces in operation as a result ol 
which the costs of production were rising. All these factors weie 
tabs taken into consideration in assessing the claims of war tim»» 
industries for protection. 

The functions of the Interim Tariff Board were wider than 
those of the previous Tariff Boards. They were:— 

(1) To investigate claims for assistance or protection lo 
three classes of industries 

(a) Those developed or started in war-time, 

(b) Those industries which helped to* sustain the national 

economy during the war, 

(0) Other industries which could suitably be examined by 
the Board in the opinion of the Government of India. 

(2) To maintain a continuous watch over the progress of 
protected industries, advise the Government on the necessity or 
otherwise of modifying protection or assistance granted and to 
see that conditions attached to the grant of protection were 
fully implemented. 

(3) To report to Government, when required, factors that 
lead to increase in the cost of production of Indian goods as 
against imported goods. 

(4) To enquire into the cost of production of a commodity 
produced in the country and to determine the wholesale, retail 
or other prices and to report on the same. 
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> (#) To advise the Government, when required, of measures 
by which internal production could be secured In the modi 
economical manner. 

(6) To recommend the necessary measures for pro Leu ting 
Indian industries against dumping from abroad. 

(7) To make a study of the facts of ad valorem «and 
specific duties and tariff valuations on various articles and the 
effects ot tariff concessions granted to other count tics. 

(ti) To leport to Government, when required, on combi¬ 
nations, trusts, monopolies and other restrictions on trade which 
may tend to affect the industries enjoying protection hv 
cestriotuig pi eduction or maintaining oi raising prices and to 
j>uggest vv m\ s and menus of preventing such practices. 

r l he mam woiU done by the interim Tariff Board is the 
investigation oi claims for protection and enquiries into the 
cost oi production and prices of articles like steel, textiles, paper, 
etc. No useful purpose can be served by assigning functions to 
the Tariff Board it adequate opportunities are not given to that 
body io cairv out those functions thoroughly. 

In determining the amount of protection, the interim Tariff 
Board has followed the method of equating the cos*; with the 
landed co*t of equivalent import. In calculating the indigenous 
cost, the Board has added a margin of 20 per cent, for “consu¬ 
mers 7 prejudice,” '1 his has been a new feature of calculating the 
cost, and tariff has been the general form of protection granted 
to industries. Subsidies and import restrictions have also 1 oen 
recommended in some cases. In certain cases imports have 
been permitted on condition that the importer or the consumer 
purchases r certain quantity of the home-made articles. 

Under the category of other fonns of assistance the Board 
has made various recommendations, namely, 

(1) Placing of order* by Government with itidigt nous 
manufacturers. 

(2) Employment and training of Indian national*, 
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(3) Financial assistance for technical training and employ* 
meet of foreign experts. It has also made recommendations 
regarding the modification of capital structure to entitle an 
industry to get assistance. 

The interim Tariff Board has conducted its enquiries 
expeditiously. In five years, it has conducted 90 enquiries, 
whereas the pre-uar Tariff Boards conducted only 51 enquiries 
between 1923 and 1939, and it may also be mentioned that 
in most cases, the Government has given its decision within 
a period of two months of the report of the Tariff Board. 

Working of Protection in the Poet 

With regard to the working of the protective tariff' in the 
past in India between 1923 and 1939, it may he said that the 
Tariff Board conducted 51 enquiries. These included fresh 
applications for protection, cases for revision of protection, and 
a few teohnieal matters. In 35 cases the Government accepted 
the recommendations of the Tariff Board whereas in ten of tlio^' 
cases the Board had not recommended protection, fn eleven 
cases. Government modified the recommendations of the Tariff 
Board, whereas in 6 cases the Board’s recommendations for 
protection were rejected. The main industries which actually 
received protection were iron and steel, cotton textiles, sugar, 
paper and paper pulp, machinery, heavy chemicals, sericulture, 
magnesium chloride, plywood, gold thread, wheat and rice. 
The last two were protected on the initiative of the Govern¬ 
ment, whereas protection to the heavy chemical* was not oi 
much use as the period of protection was only a year and a 
half. 

Many of the industries which were given protection before 
1939 were deprotected after the war. 

The iron and steel industry was the first to apply for pro¬ 
tection under the policy of discriminate protection* Statutory 
enquiries were conducted in 1926 and 1933. Three supplemen¬ 
tary enquiries were done in 1924, 1935 and 1930 and the final 
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enquiry was held in 1947, when protection was withdrawn, for 
tho industry did not press for its continuance. The industry 
thus enjoyed protection for 23 years. With the help of pro¬ 
tection the industry whs able to capture about 25 per cent, 
of the Indian market. It also developed subsidiary industries. 

When the Tata Iron and Steel industry applied for pro¬ 
tection in 1923-24, its capacity was only 2 lakh tons and the 
actual pioduotion was 1,63,000 tons, Just before the last war, the 
capacity of the plant was raised to 7,50,000 tons and actual 
production to 7,01,000 tons. This expansion was due to the 
fact that the profits were reinvested into the industry. We may 
also look at development from the point of view of employment. 
In 1923 the wage bill came to Rs. 163.13 lakhs and in 1948 49 
the figure rose to Rs. 720.44 lakhs. The Commission of the 
managing agents was reduced from 9 to 7.J per rent, of net pro¬ 
fits from the 1st July 1946. The company paid special attention 
to the training of technical personnel also. It set up a technical 
institute in Jamshedpur in 1921 for providing technical training 
to Indians. The company also realised the importance of re¬ 
search by setting up a research laboratory in 1937. As a result 
of research during the War yearthe companx was able to 
develop a wide range of special steel products to meet war 
demands. 

With regard to the case of the cotton textile industry in 
respect of protection, it may be said that it was in 1925 that 
the Government remo\ed the excise duty on cotton textiles. 
The industry applied for protection in 1926 and the special 
Tariff Board agreed that it had established its claim for protec¬ 
tion against imports from Japan; but the members were not 
unanimous regarding the measure of protection. Protection was, 
however, given under an Act of 1927. Thereafter, the position 
was enquired into on four different occasions and protection was 
finally withdrawn in 1947 as a result of the summary' enquiry 
conducted by the interim Tariff Board. The industry enjoyed 
protection for 20 years. ■ For the first three years, protection 
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was granted only to yarn and cloth remained unprotected. 

Between 1920 and 1039, the industry made a great pro¬ 
gress- pm number of mills increased from 334 to 389 during 
this period. Spindle** and looms wreaked by 15.4 per cent, and 
25.4 per cont, respectively. The production of yarn increased 
by 52.8 per cent, and of cotton piece-goods by 93.2 per cent. 
The production of yarn and cloth was not caused by a great 
expansion of plant and machinery, but it was caused by the 
greater utilisation of the existing plant. During this period 
diversification of industry also took plsee 

The Tariff Boards of 1927 and 1932 drew attention to the 
managing agency system, some of whose features were exercising 
an unfavourable influence on the development of the textile 
industry. They were of the opinion that the system of re¬ 
muneration should be based on profits. X^oteotion enabled th© 
industry to expand production and capture a major share of the 
Indian market; but in the opinion of the Fiscal Commission of 
1949-50, “there is no evidence to show that the efficiency ot 
labour and the quality of management have improved appre¬ 
ciably during the period of protection.” These weaknesses lad 
to the precarious position of the industry during the thirties. 
Research 1ms uot received as much attention as it deserved. 
Technical development in a highly organised and competitive 
industry like the cotton textiles is urgently necessary. Recently, 
a Research Associ it ion was formed to improve methods of pro¬ 
duction of cotton textiles oil the initiative of the Ahemdab&d 
Millowners* Association. The Association has made a contribu¬ 
tion of Rs. 48 lakhs to establish a research institute and the 
Government have given a grant of Rs. 19 lakhs towards the 
capital cost. 

The case of sugar may also be mentioned to illustrate the 
benefits obtained frocrj the policy of protection. It was in 1932 
that protection to the ipdpatry was recommended for a period 
of J5 years and a protective ttyty was to be levied at Re* 7*4 9 
]*ej‘ c)vt,, for the first seven years and Rs. 9-4-0 per owfe, for the 
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remaining seven years And the duty wa** levied at the rate of 
Re, 7-4-0 per cwt„ On ail classes of articles in March 1038 when 
a fulther enquiry was to bo made. In addition to the pro¬ 
tective duty, the surcharge of 25 j>er cent, hit reduced in 1931 
for revenue purposes, was continued This increased the rate ot 
duty to Re. 9-1*0 per owt, Within two years, Indian produc¬ 
tion was stepped up considerably «nd imports declined corres¬ 
pondingly so that there was a loss of yield from the import duty. 
In 1934, the Government imposed an excise duty of Rs, 1-6*0 
per <*wt on faotoiy made sugar with a coiresponding incm^e in 
import duty, which was raised to Rs. 2 per cwt. in 1937. During 
this period, a bill was passed guaranteeing fcho miuimum prices t*o 
the cane grower so that the benefit of protection might pass on 
to him also. Another enquiry was done in 1937 ami the Doiwd 
recommended Unit the existing rate of impoit duty of Its. 9 4 0 
per owt. should he continued. The excise duty was considered 
detrimental to the industry and against the interest of the 
cultivator. Recommendations wore also made regarding the 
organisation of the industry under some form of ,Slate tontrol 
and the utilisation of molasses and bagasses, the two important 
bye-products. The Government took over one yea** to anuumuv 
their decision and continued the existing duty till 1939. The 
period of protection was extended by two years in 1939 with an 
import duty of Rs. 8-12-0 per cwt, Protection was continued 
to the industry during the War and in J947 the Tariff Board 
recommended extension by another two years at the existing 
rates. In 1949, the Board again recommended that protection 
should continue for two years; but it was extended only by on* 
year and the Tariff Board was asked to conduct a further enquiry 
which recommended the withdrawal of protection in 1960. IV 
Government accepted this recommendation. The industry tlm* 
enjoyed protection for 18 years. Protection in this cuve was 
withdrawn not because the industry had advanced sufficiently to 
face competition, but because piqtoctiou had pioduced an 
* See Hcport. page 68, para 71* 
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attitude of complacency oo the paTt of the Government, the 
industry and the cultivator. The overall efficiency of the 
indust)> was not increased and the coal of production was not 
bioughl down. 

The most important feature about this industry was the 
rapidity with which it developed under protection. In 1931-32, 
there were only 31 factories with a total production of I.3S.00O 
tons. Within four years of the grant of protection the number 
of factories rose to 133 and production went up to 9,19,000 tons 
Till 1035*36, the increase in production was balanced by the 
decrease in imports. In that year, production increased by 3J 
lakh tons, but imports did not decline correspondingly Hence 
the accumulation of stock* brought about a great fall in prices 
and production was restricted. The sugar syndicate was formed 
to regulate the production of sugar b\ the members of augai 
factories. In 1949, the production was about a million tons. 

Protection to the sugar industry cave rise to interesting 
problems. One of those problems is the need for regulating the 
location of the industry. When protection was granted the 
largest area under cane cultivation was in the U. P. and Bihar. 
The Tariff Board in its reports in 1931-32 and 1937 drew 
attention to the fact that tropical regions were better suited to 
the sugar cane cultivation than sub tropical regions and they 
showed a preference to other areas for future development. 

Another point is the emergence of the sugar syndicate 
whose activities were not found to be in the best interests of 
the industry and hence recognition to it was withdrawn by the 
U P. and Bihar Governments recently* 

Another weakness of the scheme of protection was the 
failure to assess the possibility of the economic utilisation of 
by-products* The cost of production could be reduced by the 
eoonomie utilisation of by-products. If by-products had been 
properly developed, the cost of sugar would have been lower 
than what it is today. Hence the Fiscal Commission of 1949-50 
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suggested that at the time of granting protection the Tariff 
Board should examine the possibility of utilising the by¬ 
products, and, if neoessary, adequate protection should be given 
for their utilisation. 

The emergence of conflicting sectional interests is another 
point worth noticing in this ease. When the industry was 
protected the question of cane price naturally arose and the 
grower claimed a share of the benefit of protection. The 
interests of the cane grower, the industry and the consumer had 
lo be reconciled and a unified action by a central authority was 
demanded. Provincial fixation of cane prices was an obstacle to 
t his and there was also the problem of the levy of provincial 
cesses of which only a portion was used for research in im¬ 
proved varieties of cane. Lastly, reference should also be made 
to the levy of central excise duties on protected commodities to 
make up for the loss of customs duties. This topic will be 
considered later in this chapter. 

We may now consider the achievements of the tariff policy 
followed in India in the past. In reality, many factors have 
been influencing national economies in India and elsewhere since 
the early twenties of this century. World War I, the fluctuat¬ 
ing exchange rates between 1917 and .927, the world currency 
conditions after 19:11, the depression after 1929 and the econo¬ 
mic recovery which began in 1936 were some important factors 
which influenced the economy of India in the inter-war years. 
Then caine World War II followed by the partition of the 
country. In view of these factors, it is difficult to assess the 
influence of tariffs on the growth and development of the pro¬ 
tected industries of the country. Several factors were responsi¬ 
ble for limited application of protective tariff in India. Firstly, 
before World War II, protection was restricted to a few indus¬ 
tries most of which had already been established in the country 
and which were meeting a large portion of the home demand. 
New industries and those industries which satisfied only a small 
portion of the home demand were not included in the scheme 
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of protection. Even in the case of welheateblisJbed industries, 
the 'triple formula' enunciated by the Indian Fiscal Commis¬ 
sion was rigidly interpreted and in several eases th© Government 
of India rejected the recommendations of the ad hoc Tariff Boards. 
A change was, however, introduced in 1945 in regard to the 
conditions of protection and other forms of assistance; but the 
benefits of protection were mainly confined to industries which 
grew up during the war and to which the Government of 
India had assured protection in 1940. 

Secondly, before World War II, delays took place in 
mljusting protection to the needs of the situation caused by 
factors like exchange depreciation and thus the effectiveness of 
protection was reduced. 

Finally , in some cases the revenue duties which were 
imposed at a particular time were converted into piotcctiv© 
duties when protection was granted to the industries concerned. 
It is, therefore, difficult to so© how tar revenue duties were 
necessary purely on fiscal grounds and how far there was an 
dement of protection m them. The principal advantage of the 
policy of discriminating protection were the following :— 

f 1) Firstly, the protected industries expanded e\ en during 
the period of depression, leaving out jute goods and pig non 
which were adversely affected between 19110 and 1933. In the 
case of other protected industries, the volume of production was 
maintained and in several cases output increased during the 
depression period. Between 1922 and 1939 the production of 
stool ingots expanded eight-fold , the production of cotton piece- 
goods increased by nearly 2} times, the output of matches and 
paper showed an increase of 38 per cent, and 180 per cent- res¬ 
pectively end can© sugar recorited an advance from 24,000 tons 
in 1922 to 931,000 tons in 1038. The expansion of these indus¬ 
tries was a gieat advantage to cultivators* This was so parti¬ 
cularly in the case of cotton and sugar. 

Secondly, many subsidiary industries grew up as a result 
of protection. The emergence of those email industries was due 
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to the availability of steel and steel products manufactured in 
India and to the existence of industries like paper and cotton 
textiles, eto. # wluch provided a market for their products. This 
was the case with chemicals, starch, etc. Thus stability and 
diversity in production were brought about by dismminatmg 
protection. 

Anotlier important consequence of protection was wn in¬ 
crease iu the total industrial population of the country. In 1931 
al out 10*4 per cent, of the gainfully occupied persons were 
4 oimec ted with industiy. The total industrial population of the 
country according to the census of 1931 was 15 4 million and the 
number of persons employed in factories governed by the Indian 
Factories Act was only P4 millions. Th* difference was due to 
the fact that the census returns included workers in cottage in¬ 
dustries, while factory icturns infer to establishments using 
|H>wcr and employing 20 or more persons. Factory returns indi- 
cated an increase 1 of 74 per cent, between 1927 mid 1947 in 
factory employment; but the total population increased by 20 
per cent, during this period. Thus as a result of llu- disciiniina- 
ling protection the put tern of occupational distribution of popu¬ 
lation was altered in favour of secondary employment. 

Pioteotion iuvohed a burden ou the consumer. This iaAhe 
price which a country has to pay for the improvement in its 
economy. The harden will depend upon the amount of piotee- 
tion granted to an industry and the period for which the duty 
remains in force. The burden to the oonsumei in the case of the 
protected articles js not to be measured by the full rise iu the 
price of the protected commodity in the domestic market, it 
is the proportion of it attributable to the piotcetiie duty that 
measures the burden to the consumer. The market price of^hc 
protected commodity may vary from time to time aucoidi% to 
the price policy of the|preign producer and the inciease in the 
efficiency of the'domestic industry. Thus it is difficult to isolate 
the effects of protection from the effects of other factois. The 
burden will depend on the direct and mdiiccl uaim to the difte- 
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rant sections of the community which flow from protection. The 
national! gain is measured by the net addition to the national 
income in the form of profits, wages, interest on capital and 
taxes on income obtained by the State 5 . Prices of protected 
goods fell, production expanded, employment increased and 
other advantages followed as a result of the policy Of discrimina¬ 
ting protection in India. 

Recommendations at the Fiscal Commission of 1949 - 50 . 

The Fiscal Commission of 1949-50 made the following 
recommendations in respect of the future fiscal policy of the 
country. According to the Commission the use of protection as 
an instrument of industrial development is widely recognised. 
Tariff protection is looked upon as a means to an end, e. (j. as 
an inst liuent of policy to be followed by the State to fmther 
the eco omic development of the country. The protection oi 
industries is to be related to an overall plan of economic deve¬ 
lopment. Pending the approval of such a plan, the Commission 
recommended protection subject to certain principles. The 
following were the fundamental principles of the new scheme of 
protection enunciated by the Commission. 

Firstly , the Commission dealt with those industries which 
are included in approved plans, namely, defence and other stra¬ 
tegic industries, basic and key industries and other industries. 
In regard to defence and other strategic industries, the Commis¬ 
sion recommended that they should be established and main¬ 
tained at any cost and protection and other forms of assistance, 
as necessary, should be given to them. Basic and key industries 
will be included in national plans. This in itself will be a Justi¬ 
fication for granting protection add other assistance to them. 
The Tariff Authority will decide the form of protection and the 
qiTafitum thereof for these industries. This Authority will also 
lay down the terms and conditions for granting protection or 
other assistance to them. It wifi also review from time to time 
the extent to which these conditions are being satisfied by these 
industries. Thus they will be scrutinised by the Tariff Authority 
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in thti same way as other industries which apply for protection. 

The third category of industries are divided by the Commis¬ 
sion into the foJ]owing classes 

(1) Industries for the development of which a high priority 
is given in the plan. 

(2) Industries which aie complementary to basic and key 
industries in the planned sectors and 

(3) Other industries. In regard to this categorj, the criteria 
suggested are these : — 

“Having repaid to the economic advantages enjoyed by 
the industry or available to it and its actual or probable cost of 
production, it is likely within a reasonable time to develop suffi- 
liently to he able to earn on successfully without protection oi 
assistance. 

and , or 

It is an induslij to which it is desirable in the national 
interest to grant protection or assistance and having regard to 
the direct and indued advantages, the pint able cost of such 
protection or assistance to the community is not excessive, 1 ’ 

Where an industry is included in an approved plan subject 
to conditions laid down by the planning authoiitj and it applies 
foi protection, the Tariff Author!I v w ill consider whether thoie 
would be any relaxation in the conditions of protection. \\ ith 
regard to industries which aie nut included in an approved plan 
the Tariff Authority should examine the claim for protection on 
the above criteria and recommendations should be eubm tied to 
the Oovernment. 

Where there is no approved plan, the Commission suggested 
that defence and other strategic industries should be established 
and maintained at any cost on national consideration and th*j 
necessaiy piotecticn should be given to them. With regard to 
otl er industries, the criteria should be the same ah those to bo 
applied to the case of other industries* included in approx cd plans. 

The commission considered whether the availability of raw 
materials should be a condition of protection and said, “we have 
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no hesitation in saying that local availability of raw materials 
should not be a condition for the granting of protection it the 
industries possess other economic) advantages, e. </., internal 
markup availability of labour, etc. It pointed out that this 
formula was mentioned by the Fiscal Commission of 1021 22 mo jv 
as an illustration of the type of natural advantages to be possessed 
by an industry than as a rigid prerequisite of the grant of pi nfe< 
tion and that in the past, the tariff boards did not ipph it 
strictly. Thus in the case of the paper industry the tar iff buird 
recommended protection mamh on the ground that a local ihv 
material could be developed, provided the papei indimtn a i* 
protected against foreign competition 

With regard io the extent of a potential expoil maiket, tie 
Commission said that if an industry could count upon i foieign 
market, its stale of production would increase and its m*sL would 
proportionately lx* reduced. A potential « xjmit nisi ket should 
therefore, be taken into consider it ion in detenmnin^ t h* 
comparative advantage of »n industrv ns/!•?#* its com [a 
*itors, The Commission fuit her said that it diouid not In- 
a condition ot protection foi an industry to meet the wnolo of 
the domestic demand The Tariff Authoritv should, of comae 
consider the potentialities of tho industry foi expansion so a> to 
be able to cover a large portion of the internal market within .« 
reasonable period of tune* 

The Commission also teoommended how an industry which 
ptoduoed the iaw materials o r stores of othei industnes should 
be protected. By granting protection to industues which pro¬ 
duce the raw materials used by other industries, a great burden 
is imposed on the latter. The problem was serious in some of 
the expoxt industries which had to depend on high-priced iudi 
genous raw mat* nets and stoics manufactured in the country on 
account of import restrictions. According to the Commission, 
industries which consume iaw materials, stores, eto., uf tlie 
piotected industries may themselves be getting protection* They 
may get compensatory protection in addition to the protection 
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fpwM to them to counteract the additional disadvantage 
imposed on them by the protection granted to the iudigooom 
industries manufacturing raw materials, stoics etc. Similar 
compensation cannot lie made available to the othei inijiolies 
if they are uot pro too tod. In that case the industrioh producing 
raw materials might be given subsidies. 

The Commission also considered the question of taxation 
imposed pu protected articles by the Central Government and 
States. With regard to central excise, the Couunisuou pointed 
oat that their levy was inadvisable and they should be resort*-d 
to only when they were needed for budgetary pm |m>ssh and no 
equally suitable alternative sources were available. Taxes levied 
by States in the form of sales taxes were uneo-oidhntted and 
affected the different areas in different wavs In this connection, 
the Commission commended the provision of the In ban Consti¬ 
tution in respect of these taxes. In main case-, .'date legisla¬ 
tures are fixing prices of raw materials as m the case of align i 
cane. The Commission said that in such oases the price* of raw 
materials of protected industries should be fixed bv the Centiai 
legislature. 

Obligations MI Pr sW ct wl Industrie* 

The Commission also laid certain obligations on Ur* part of 
proteoted industries to ensure their efficiency and to ie.hi«« the 
sacrifice on the ooinmuiiity to the minimum. Obligations should, 
however, be such as do not reduce the incentive to efficiency and 
as do not add to the cost of production. The I olio wing me the 
obligations : 

(1) The regulation of the price policy. The need foi this 
regulation will be all the greater when the product of the pro- 
tooted industry is an article of essential consumption oi an 
essential raw material or the industry is dominated by one or 
two large units which effectively shat oat internal competition. 

(2) The industry must ensure that its scale of production 
increases piogieaaively. Tiie tariff making authority should set 
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forth a time schedule laying down the programme of deVefbp- 
men! to be followed by the protected industries. 

(4) Another obligation on the protected industry should be 
regarding the quality of its products. If standard specifications 
have b<*en laid down for these products, the industry should 
conform to them; but if they have not been laid down, they 
should be evolved and the industry should conform to ihetak. 

(4) Fourthly, such an industry should employ Up-to date 
methods and practice"* in production and distribution* Some¬ 
times the adoption of up-to-date technique may be difficult due 
to Jack of financial resources and the shortage of plant and 
equipment. In such rases, the protected industry should ge* 
other assistance also Further, the tariff making authority 
should recommend a c ivcction regarding the promotion of re¬ 
search by the pioteeted industiv along well defined lines. Of 
course, the capacity of the industry to organise research 
should lie taken into consideration in this connection. More- 
over, the protected industry should also be under an obligation 
to train apprentices and to provide an opportunity for practical 
training to technical students and scholars. The ('ommiwton 
also suggested that it should be the duty ujt a protected ipdu«tf> 
to utilise to the utmost extent indigenous raw materials when 
they are available. Conditions should also be imposed on such 
industries to ensure that they do not resort to antisocial 
activities. 

The Commission further suggested that these obligations 
are to be treated a* directive principles of tariff administration 
to be embodied in legislation dealing with the establishment of a 
tariff making authority. What obligations are to be imposed on 
a particular industry should be determined by the Tariff Autho¬ 
rity when it examines the claim of a particular industry for pro¬ 
tection. The Tariff Authority is to lay down a programme for 
the implementation of the obligations. This Authority should 
<^so keep itself in touch with the protected industries to see how 
the*e obligations are being discharged. It should give all possible 
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assistance to the industries to enable them to discharge these 
obligations. *The Tariff Authority should also review the working 
of protection periodically and make recommendation* <o Ihc 
Government. 

The Commission recommended the creation of a Tariff 
Commission which should be a permanent body and it should be 
placed on a statutory basin. It should be constituted by an act of 
Parliament. The Commission recommended that it should consist 
of five members including the Chairman and that there should 
be provision to increase the number to seven, if necessary. Mem¬ 
bers should he selected primarily on the basin of their competence 
for the functions which they will he called upon to discharge. On 
relinquishment of office th^v riiould not hold any position of 
tuiat and responsilrilit\ in a private industrial undertaking for 
three years without the prior approval of Government. The 
functions of the Tariff Commission are to conduct enquiries 
connected with protective and revenue tariff, f. g. enquiries into 
applications lor protection, enquiries into cases of dumping, into 
variations of protective duties and enquiry into tariff concessions 
under trade agreements. The Com mission would also review the 
working of pteffective duties at the instance of the Government. 
The reviews should be in addition to the annual administrative 
reports of the (Vmnnbsion, indicating how the protected indus¬ 
tries are disc ha raring their obligations, the defects from which 
they suffer and the additional maimer of assistance that they 
may require. The Tariff Commission should have an adequate 
permanent staff bo discharge them' functions. It should normally 
hold enquiries in public, but it may hold investigations in 
camera also. 

The Commission recommanded that the Tariff Commission 
should submit its report to the Government of India in the 
appropriate ministry and the Government should take a decision 
on the Commission's recommendations ordinarily within a 
period of two months. 

The Government of India have introduced a Bill in the 



m 


FVOLUTION OF INDIAN ECONOMY 


Union Parliament to create a permanent statutory Tariff Coaim- 
isslcm to otamine the m of protection to industries in the 
country as recommended by the Fiscal Commission. Under the 
Bill, the Commission will be a quasi-judicial body, connoting of 
not leas than ihtee and not more than four members to be 
appointed by the Centra) Government. The Government may 
appoint (wo additional members, if it thinks ne^ssary. The 
‘ recommedatfou of the Fiscal Commission that the appointment 
of the ineinbets oi the Tariff Commission should he purel\ on 
merits of ability ami standing and that the members shooJI 
have no direct and indirect Unnnciid intend m any industry ban 
been incorporated in the Bill. 

The Government may refer to the Commission for enquiry 
flic grant of protection to primary or secondary mdushic* or 
industries which have not started production, but may do so. 
if suitable protect ion is granted to them. The Commission is 
also to enquire into the need of increase or decrease in customs 
and other duties ami into casus relating to dumping of goo«U. 
Jt is also to give its opinion on the action to be taken on i 
complaint that an industry is taking undue advantage of the 
tariff protection granted to it and is charging high prices to 
consumers. Tlie reeumrnen Utions of the Fiscal C mi mission 
that the Government should announce its decision on I he Tariff 
Commisaion’R recommendations within a peri oil of two months 
has not been incorporated in the Bill, but it provides that a copy 
of the report should he laid on ihc table of parliament within a 
month of its submission to the the Government, if parliament 
is in session. 

Thus the acceptance of the recommendations of lh< 
(kmiaiissiou implies d fundamental change in the tinea) policy 
of our country. Under the recommendations of the Fiscal 
Commission, taiiff is not to be utilised only as a safeguard 
against foreign competition; but it is to lie a method for the 
fullest utilisation of our resources. Uuder this conception, th* 
object of protection ,l »s not merely lo foster particular bianche* of 
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production, but to indooe suoh a change in the demography and 
industrial structure as will transform the economic development 
and raise the level of productivity m the country as a whole." 
In this perspective, protection becomes a means to an end, 
which is national welfare. 



CHAPTER XXXII 
FOREIGN CAPITAL 


Capita) is indispensable for the industrial development of 
a country. Tf indigersouB capital is inadequate to meet the 
needs of the* industries of h country, resort is bud to foreign or 
external capital. The problem of industrial capit al in India iiH«, 
ft lone history. According to tbe.lndinn Industrial (Vmwnwon 
of 10 Hi -1 it, the Indian investor was rcliictuni to risk his mmw , 
in new undertakings unless they related to industries which were 
already est iM.shed ,utd practised extensiw l>. Thin reluctam c 
of the Tndiii.i investor was a serious obstacle in the wav of 
indnstrial expansion in the country. The difficulty about the 
availability of capital which has handicapped industrialisation 
since its early days still continues. And now it has become w» 
acute that it constitutes, along with the balance of payments 
position, the crux of India’s short-toon economic piohlcm. 
Indigenous capital is inadequate to meet the needs of Indian 
industry. The difficulty of securing adequate funds for financing 
the block of industrial undertakings has become acute since 
1947. There are many hindrances to capital formation in India 
at the present time. Firstly, there are misgivings about the 
policy of nationalization laid down by the Government of India, 
It is pointed out that capital cannot be attracted to industries 
ow ing to uncertainty in regard to future policy; but under the 
indus rial policy statement certain industries have been proposed 
for nationalisation and even in regard to them, where private 
enterprise is operating there is to be no nat’oiialisation for a 
period of 10 years. After this period, the question whether an 
industry should be nationalised will be considered on its merits 
in the light of conditions then prevailing. Under the new Consti¬ 
tution in India, “No interest in or any company owing any 
commercial or industrial undertaking, shall be taken possession 
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of or a^squirwi lor public purposes under nny law amiborWng 
the taking of such <n <wch acquisition* unless the lew 

provides for compensation for the property taken possession of 
or acquired arid either fixes the amount of the compensation, *>r 
specifies Hie principles cm which and the maanet in which the 
compensation is to tie determined and given,” in the face of 
thn provision in the Indian constitution, Hmre should be no 
reasonable grounds foi such misgivings. All interests concerned 
should, therefore, realise the significance of the industrial policy 
of the Government of India and of the provision in the Indian 
constitution so that capital might not In* pre\outed from com mg 
ireiK into indnHtiial nndeitakings 

The high level of taxation on the larger income* is hImo 
teferied to as au important factor discouraging investment; hut 
in tin* connection it has been announced on behalf of the 
tiovernment that the entire tax structure of ihe country will bo 
properly examined (Japital formation is also suffering on 
account oi t lit* mi dpi act ices of sonic maiMging agents; Imt the 
introduction of leforins in t ho inamig ng agency system is 
now undei the consideration oi I lie Gov eminent of Jnd’a. \nd 
reforms in stock exchanges are likely to he undertaken so that 
the main difficulties to capital formation should disappear. 

An important change has taken place in (he war and post¬ 
war periods in respect of the distribution of national income. 
Increased purchasing power is now passing to large sections of 
the population of the country who have not so far been accus¬ 
tomed to saving and investing. Further, o*ing to rising cost of 
living, the margin of savings available with those classes who 
usually invest in industries is being reduced. It is very difficult 
to indicate the precise extent of the change that has taken pirn o 
in distribution. Of course, the classes to whom imuciHJog 
purchasing power has passed will not be the same all over the 
country. They will differ from region to region and there will lie 
changes in the Bame region from tune to time in economic oondb 
tfogfe* The tendency, however, will be for large inequalities in 
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income to disappear and the change might become a permanent 
feature of India’s economy. Hence it is necessary to set up an 
organisation to study continuously in every region the changes in 
the distribution of income that take place from time to time and 
to inouloate the habit of saving among classes to whom increased 
incomes accrue. Efforts should also be made to mobilise ratal 
savings for putting into effect schemes of development like 
irrigation, road building, etc. 

The demand for capital consists of two parts : 

(1) Capital necessary for the maintenance of (he existing 
capital of the community, and 

(2) The capital required for new investments. 

No authoritative estimate of the former is available and 
no reliable estimates ran be framed with regard to new invest¬ 
ments till aotual plans of development have been made. The 
Indian Fisoal Commission of 1949-50 have put the amount Of 
minimum capital that would be necessary in the next few years 
m India at about Rs. 330 orores. Between 1919 and 1938 
about 7 per cent, of the national inoorne was invested in the 
country. Post-war trends in the rate of capital formation 
mdioate a deoline and there should be a national effort to 
recover the lost ground in this respect. There are some persons 
who point oat that U. 8. S. R. and Japan could raise the capital 
necessary for their development without appreciable aid from 
outside, and that India with its admittedly better resources and 
higher industrial equipment should do the same. The United 
States was saving over 14 per cent, of its income at the end of the 
nineteenth century and many other countries including Britain, 
Germany, Holland and Japan have surpassed 14 per cent, at 
some stage of their growth. Countries with the Russian stand¬ 
ard of living are normally considered exceedingly thirfty, jf they 
save 10% of their incomes. Russia must have saved much more 
and Russian economy was subjected to a great strain. Accord¬ 
ing to Dr. CoHin Cfark, japan saved half of her entire 



FftRfctfcW CAPITAL 


m 


snoome in the Wrty years of her industrial development, * 
Ttub was dufc to the fact that mdney national income rose 
foot-fold with a considerably better rate of increase of wwsj* 
rates bet4Veen 1913 and 1919. IJniveml education was ev 
pauded. To a great extent, itrbiMry an i mvestmenr were 
directed by Government and oven wnge earners sa\ed a high 
proportion of income. Both in Russia and Japan consumption 
was cut down in favour of investment, which is not possible in 
a democratic country. “A Government may act away with 
pinnning for as much as 1-5 to 2?> per cent of the national 
income to be used tor gross investment, but if it tries to go 
further than this it will meet consider a ld«* resistance * 

The above survey makes it eloai tlmt in an*undeideveloped 
economy like that of India, the limits of industrialisation are 
rigidly set bv the volume of internal savings that can be mobi¬ 
lised foi inritistiinl development unless foreign capital is available 
to reduce the sliain on domestic resources 

Befoie we consider how the big gap between India's 
domestic savings and its minimum capital requirements can be 
budged, we mn\ review briefly the histor\ of the controversy 
relating to the use of fokeign capital in India. The problem of 
external capital became specially prominent in India after 1923 
when the policy of protection was adopted. It wm felt that the 
advantage of protection would b' negatived to a great extent, if 
foreign capital and enterprise were allowed to lake shelter behind 
the tariff walls without any hindrance. The question of the 
police to be followed with regards to foreign capital was consi 
dered by the Indian Fiscal Comn.Hwon of 1920-21 and b\ the 
External Capital Committee of 1924 . 

It is very difficult to make an estimate of foioign capital 
in India, but a recent estimate (Match 1945) places it at £ 2,275 
millions. Since then, however, a large transfer of foreign busi¬ 
ness into Indian hands has taken place. Further, Indians are 

* Quoted in the Report of the Famine Commission, 1V49-MJ, page 211. 

f PrJncIph * of £c >noinic Planning, W A. Lewis, page 54, 
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holding m increafing share loth in foreign companies and in 
com punka with rupee capital under the management of rarn- 
Indiana* An estimate of the amount of foreign capita) invested 
in India should be made by the Reserve Hank of India at the 
earliest possible moment m older to assess the extent thereof* 
It may, however, be pointed out that (he total amount of foreign 
capital employed in this country in some form or other ia consi¬ 
der able. Many bit: enterprises like banks, shipping companies, 
railways companies insurance companies, mining companies and 
plantation industries aie run with the help of foreign capital. 

Foreign capital may enter either in the form of loans nr 
investment and so long as indigenous capital ih not adequately 
available, theicfis no objection to the import oi foreign capital, 
particularly when it comes on our own terms and conditions, 
Ollier countries in ihc past have uuuouiaged the use uf foreign 
cupilal to develop their economy. Numolficnd Indian opinion 
was not opposed to the use of foreign capital in the form of loans, 
K.r Dutr, for instance, appreciated I he policy of laning linmict 
from abroad for Indian railways. The liVierrud Capital Summit 
tec, howevei, pointed out that in the nine of loans raised by 
Ciovemmeut and aemi^Oovernment authorities, the rate of intc 
rest should not be the only consideration and they were of tho 
opinion that ns far as possible rupee loans should be (fooled even 
though the rate of interest on them might lie higher than on 
external loans. * 

Foreign capital is necessary for the development of Indian 
industries on the following grounds 

The rate of domestic savings is not likely to increase much 
(01 some time to come and it is, therefore, doubtful whether in 
the immediate future India will bo able to secure adequate 
capital from internal savings to meet the needs of her industry. 
Hence the need for foreign capital becomes clear. 

Secondly, India’s development plans will imply heavy ex- 
peudiluie on capital equipment, which is not pioduoed in the 
lountiy and which will have to Ik imported from abroad* 
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► Though the balance of payments position of India has improved 
recently, yet it is not very satisfactory and the only way of 
obtaining imports would be to draw upon our accumulated 
savings tike the sterling balances or to obtain capital from 
abroad. Our sterling balances are ooaveitible into dollars only 
to a limited extent and India nan solve her t’aiudei difficulties 
only through foreign loans, mostly from hard currency area# 
tilce the D R. A. Foreign capital is also accompanied by 
technical skill and when we import foreign capital we gel 
facilities for the training of technicians m uiolorn methods. 
Hence foreign capiinl appears to be indispensable lot developing 
Indian economy. 

Forcign capital also bears the initial cost of industrial 
development, and therefore, it makes lhe path of indigenous 
enteiprise smooth. Many pioneering risks are borne bv foreign 
capital and it is likely that indigenous entrepreneur wtiuld not 
hate entered that particular field of enterprise unless the initial 
diflhultifM weie cleared by foreign entrepreneurs. 

Them »re net tain objections to foreign capital. Firntly t 
piofits go out of tin country and some people would like to see 
fh it the natural resources might lie tmexploifced rather than that 
they should be exploited for the benefit of the foreign investors. 
This is particularly so with regard to key industries. Secondly, 
foreign firms select their own nationals as director* and teeruit 
them to the superior staff and thev are not willing to provide 
training facilities foi Indians. This objection has now lost force 
to a great exierd with the emergence of India as an indejiendHnt 
countn. Purifier, foreign capital also gives rise t© vested 
interests who oppose the political and economic advancement of 
the country. This was particularly so in the past in India 
when under the Oovarnmenfc of India Act of ItfSi, commercial 
and financial safeguards were incorporated; but this objection 
too has lost a great deal of its force with the advent of inde¬ 
pendence. Finally, foreign capital, at times, leads to a great 
deal ©t compilations. Even when the borrowing country is an 
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independent country, the bald of the foreigner, at times, becomes 
very tight. The investment of foreign capital m China bod 
created vested interests which led to the development of spheres 
of influence of foreign powers in that country. The instance of 
the oil 1 angle in Iran mav also be cited in this connection. The 
oil industry has been nationalised in that country^ but the 
agreement between the Anglo-Iranian company, maudy owned 
by the British, and the Iranian Government has been cited to 
show that the latter had no right to nationalise the industry 
unilaterally and Britain has asked for referring the ease to the 
International Couit of Justice for arbitration. And this ques¬ 
tion is so complicated that it might even lead to au international 
eonflnguration. Thus the question of investment of foreign 
capital usually remains fraught with great difficulties, whose 
consequences are, at times, of' international importance. The 
External Capital Committee of 1924 had recommended certain 
restrictions on the advent of foreign capital into India. 

Foreign companies should be incorporated and registered 
in India with rupee capital so that Indians might get facilities 
to purchase shares. 

Secondly, a proportion of the shares of foreign companies 
should he reserved for Indian investors to ensure sufficient 
Indian control on the management. It is also said that unless 
restrictions are plaeed on the free transfer of shares initially 
purchased by Indians, merely this provision would not achieve 
the purpose. Thirdly, a certain percentage of the directors 
tthcnild be Indiana and fourthly, all companies should be under 
an obligation to provide facilities for the training of Indian 
apprentices. 

It may lie pointed out that such restrictions ware legal* 
ised in the Indian Steel Industry Act of 1024* The majority of 
the Indian Fiscal Commission of 1931 and the External Capital 
Committee were not in favour of these restrictions unless some 
een« tfsiou or pecuniary assistance was granted fay the Govern- 
irnnf of India to foreign companies. But the minority of the 
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argued that protection itself was a concession 
t#nn4 Ihit thw nWtffetioivi should be applied in all oases, > 

®*t*rnal capital is necessary in the present eoooomil 
condition#? ol our country to increase the p&ee <rf indust rialies* 
tjan* We do not pioduce modern machinery and wo do not 
have adequate technical shill. But foreign capital must hf 
nrought on our own terms and conditions How far the methods 
of regulation will he effective in achieving the object he o%n 
only be decided by experimentation. If the particular type of 
control i* not suitable it can be amended to suit the particular 
cireii crista neen. 

In the present stege of the economic needs pf the country, 
the indispeusahiJity of foreign capital has been recognised by 
our Government. The resolution on industrial policy issued by 
the Government of India in April 1048 recognises the fact that 
the participation of foreign capital and enterprise will be of 
value to the rapid industrialisation of the country, but it also 
lays emphasis on the conditions under which foreign capital 
and enterprise may participate in Indian industry. The resolu¬ 
tion contemplates the introduction of legislation regarding 
foreign capital, which will provide for the scrutiny and approval 
by the Central Government of every individual case of partiei~ 
pation of foreign capital and management in industry. It will 
also provide that, as a rule, major interests iu ownership and 
effective control should always be in Indian hands; but excep¬ 
tional cases will be dealt with differently. In all cases, however, 
the training of suitable Indian personnel for the purpose of 
eventually replacing foreign experts will be insisted upon. 

Assurance has been given to foreigners that foreign under 
takings will be permitted to operate in the same way as Indian 
enterprises and conditions which apply to indigenous enterprises 
will apply to foreign undertakings also. Foreign enterprises wUl 
te able to earn profits and they will he allowed the facilities to 
withdraw their capital investment subject to considerations pf 
foreign exchange. In case of compulsory acquisition of a foreign 
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enterprise by the State, equitable compensation wilt be paid to 
the foreigner and reasonable facilities will be given for the remit¬ 
tance of their proceeds. Thus foreign capital is to be encouraged 
for improving Indian economy. 

According to the Indian Fiscal Commission of 194(1-50 
foreign capital should be confined to— 

(a) “Projects in the public sector of the economy which 
depend on the import of capital goods, plant, machinery, equip¬ 
ment, stores, etc., from abroad, e. g ,, hydro-electric schemes. 
Or on foreign technical assistance in the establishment or manage¬ 
ment of new lines of manufacture. 

(b) Undertakings in the private sector which involve new 
lines of production, and where indigenous capital and manage¬ 
ment are not likely to be forthcoming.” 

The Commission further pointed out that in special cases 
where internal production is small in relation to the domestic 
demand and the indigenous industry is not likely to expand 
adequately, the Government should be able to invite foieign 
capital on reasonable terms and conditions. 

The question also relates to the form in which foreign 
capital should be invited. This will depend on many factors like 
the nature of the project to be financed, the type of technical 
skill and managerial ability required to execute the project, the 
productivity of the project in terms of goods and services, the 
ability of the country to organise its administrative services to 
liandlo the development plans and the preference of the foreign 
lender for a particular foim of investment. 

According to the Indian Fiscal Commission indirect invest¬ 
ment will be mitable when foreign capital is required only to pay 
for foreign machinery and equipment. In such cases, foreign 
capital is necessary because of exchange difficulties. It will be 
In this form that institutions like the Internationa] Bank for 
Reconstruction and Development or the Export-Import Bank 
in the IT. 8. A. will ptovide capital. India has recently obtained 
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loans for flouncing various public projects from the international 
Bank tor Reconstruction and Development. The direct form 
of investment will be more appropriate whore experience is also 
needed in addition to capital and technical knowledge. It will 
be so in new lines of manufacture. Tn the public sector ala > 
Gov eminent may consider it, necessay to enlist the services of 
foreign entrepreneurs for limited periods. In this case facilities 
for training will be arranged effectively. 

It ; s thus clear that foreign capital is necessary for deve* 
loping Indian industries and State polio> should be directed to 
meute conditions which facilitate the inflow of foreign capital 
into India. But at the same time it should he emphasised that 
foieisrn capital should be utilised only to supplement our indigo- 
nous resoua-es and indigenous capital should, therefore, bo 
encouraged as much as possible. 



CHAPTER XXXIII 
INDIA’S INDUSTRIAL POLICY 

The Government of a country helps its industries in many 
ways. It provides a suitable system of currency and credit so 
that the industrial economy of a country may work smoothly. 
It provides facilities for research work and it also helps and 
rbgulabes the transport system of a country in oribr that proper 
facilities for transporting goods and materials from one place to 
another may be secured. It so directs its tariff and fUoal policy 
as to encourage the growth of industries. It regulates the 
relations between labour and capital in a suitable manner with 
the same objective in view. Under a planned system of eron rny 
the state actively intervenes in the economic conditions of a 
country so as to regulate consumption, production, investment 
and distribution. The old days of laissez fairs, are gone and in 
every country the State takes an active part in directing the 
course of the economic development of the country concerned. 
Its policy of protection is judgoi by its effects in *he broad 
context of eoonomio development in a country situated in a 
particular economic environment. The objective of protection 
is not merely to encourage certain brandies of production, but 
to bring about such a change in industrial structure that the 
economic situation may be transformed and the level of pro* 
duotivity in the country may be raised. The eoonomio or 
industrial policy of the Government of India is to be judged in 
that light. The advent of independence has brought a funda¬ 
mental change in the economic or industrial policy of the 
Government of India, This policy was enunciated in April 
194$. The resolution on industrial policy emphasises that tariff 
policies and other forms o! assistance shonld become a part and 
parcel of a dynamic national polioy directed to a continuous 
increase in production. The Indian Constitution Act lays down 
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eertain objectives which are contained in the directive principle* 
Af State policies. It dew t has the *njial order to be secured in 
the country. The State ia directed to promote the welfare of 
the peopte by securing and protecting in an effective manner % 
coma! order in which sooiri, economic and political justice shall 
inform all the institutions of the national life, To achieve thin 
•octal order the State will direct its policy m as to secure ado 
quato means of livelthr>l P»r all its oitiseui It wiU also im¬ 
prove the system Cf distribution so as to prevent the concentra¬ 
tion of wraith and means of production in the hands 
of a few* It will also distribute the ownership an I control of 
the material resources in such a manner as toprnmto the 
common good. It will make effective provision f »r aeourini the 
right to work, to education art 1 bo piblh im*h iritis* in natn of 
unemployment, old ago, sickness and disablement. It will make 
provision for bringing obout humane conditions of work and it 
will pass legislation to safeguard the interests of workers and to 
improve their conditions of work under winch a decent standard 
of life will be secured for them 

The broad policies contained in these directive principles 
are emphasised in the resolution on industrial policy issued by 
the Government, of India in April, 1948. Under this resolution 
the starting point is the establishment of a siuial ordw where 
justice and equality of opportunities shall be assure 1 to all 
people and efforts will be made to bring about an appreciable 
rise in the standard of livi ig within the shortest possible tune 
This hi to be done by bringing about a continuous increase in 
production and by an improvement in distribution* In tbe 
existing state of the nation’s economy, emphasis is 1 iid on tbe 
expansion of production, particularly on the production of 
eapttai equipment of goods satisfying the basic needs of the 
people* nod of commodities the export of which will increase the 
earnings of foreign exchange. 

The resolution contemplates a mixed economy. There is a 
sphere reserved for private enterprise and another for public ow 
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nership. Awarding to the resolution, for dome lime to come, tfae 
State could contribute more quickly to the increase of nation*) 
wealth by expanding its present activities along the lines 
where it is operating. In other fields it should concentrate on 
new units of production rather than on acquiring and running 
the existing units. Meanwhile, private enterprise, properly 
directed and regulated, has a valuable role to play. On these 
considerations the manufacture of arms and amunltion, the 
production and control of atomic energy and the control and 
management of railway transport will be the exclusive monoooly 
of the Central Government In a n emergency, the Government 
will have the power to take o\er any industry vital for national 
defence. In the case of tlie following industries, the State will 
be exclusively responsible for establishing new industries, except 
wheie, in the national interest the State finds it necessary to 
secure the co-operation of piivate enter pi iso subject to suob 
control and i emulation as the Central Govern men! may lay 
down : - 

(1) Coal, 

(2i Iron and Steel, 

(3) Aim iaft manufacture, 

(4) Ship building, 

(5) Manufacture cf telephone, telegraph and wireless 
■ippMrstus, excluding radio receiving sets, 

(0) Mineral oils. 

The will luve the right to acquire any existing 

industrial undertaking; but private enterprise will be allowed in 
them for a period of 10 years* The existing undertakings will 
be allowed all facilities for pocking and reasonable expansion 
during this period, and, thereafter, the whole matter will be 
reviewed and a decision taken In the light of tfae circumstances 
prevailing at that time, {s ease the state acquiree any unit, 
equitable compensation wfH be paid* 

Management of State enterprises will, as a rule, be through 
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public corporation# which will he under the statutory control 
of the Central Government. The latter will assume such powers 
as way be necessary to ensure this, The generation and distri¬ 
bution of electric power will bo roguialed in terms of the law 
promulgated by the State. 

In the rest of the industrial field private enterprise, indivi¬ 
dual and co operative, will be allowed to operate. The State 
will progressively participate in this field also and it will 
intervene when the progress of an industry under private enter¬ 
prise is found unsatisfactory. The Central Government have 
already undertaken big enterprises, involving river valley 
development schemes and also the production of fertilisers on a 
large Beale, They have also in view other enterprises like the 
mamifactlire of essential drugs, etc., and manj State Govern¬ 
ments are also proceeding on similar linns. 

In addition to the industries mentioned above, there are 
certain basic industries whose planning and regulation in the 
national interest is necessary to be done by the Central Govern* 
went. Eighteen industries will ho regulated and coritioiled by 
the Go\ernment either because they iequiro considerable invest¬ 
ment or a high degree of technical skill or their location is 
governed by economic factors of all India importance. Those 
industries do not exhaust the list. The Government of India 
will f*,Jly consult the State Governments over this field of 
industry and in the Industrial Advisory Council and other bodies 
the representatives of industries a d labour will also be included 
to advise the Central Government in respect of those 18 intfus* 
tries. Those 18 industries are :— 

1. Salt. 

2. Automobiles and uactors. 

3. Prime Movers. 

4. Electric 1 ngineertng. 

6. Other heavy machinery, 

4. Machine tools* 
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*. Heavy chemicals, fertilfeers and (sharaaewticafosnd 
drug*. 

8. 1?leetit>*obemTeal industries. 

9, Nofl*ferrous metals. 

10* Rubber Manufact urea. 

11. Power and industrial alehohol. 

12. Cotton and woollen textiles. 

13. Cement. 

14. fugar. 

)5. Paper and newsprint. 

16. Air and Sea Transport. 

17. Minerals. 

16. Industries related to defence. 

A great importance is attaohed to cottage and small scab* 
industries in the national economy of the country. They 
suited to utilize the local resources and they can be helpful in 
securing local self sufficiency in respect of the essential consumers’ 
goods like food, cloth and agricultural implements. The Govern 
ment of India will provide all facilities for these industries anri 
they will also find out how these industries can be co-ordinated 
with large-scale industries. The Government of India will exa¬ 
mine, for instance, how the textile mill industry can be made 
complementary to the handloom industry. The Government of 
India have established a Cottage Industries Board to give encour 
agement to such industries. Co operation in this field of Indus** 
try should bo encouraged as has been done in countries like 
China and Japan. 

The resolution on industrial policy also lays emphasis or* 
the fact that maximum production cannot be secured merely by 
prescribing the respective spheres of Kt&te and of private 
enterprise in industry. For this purpose it is necessary that 
there should be full co-operation between labour And management 
Hence the Government cf India accepted the position that exces- H 
sive profits should be prevented by suitable metbodsef taxation 
ai*d of Ur ntanucs and that loth labour and capital should shave 
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kbe product of their common effort, after prov idhig for payment 
of fair wages to labour, a fair return ou oapital employed in ibr 
industry and reasonable reserves for maintaining and expanding 
the undertaking. The Government have also undertaken to 
establish machinery to secure fair wages, fair reuimunaiiofi foi 
capital and suitable conditions of labour. They will also tain* 
steps to associate labour in all matters concerning industrial 
production. 

The Uqy eminent will also set up machinery to reduce tin* 
volume of aid atrial disputes and they will provide facilities fin 
conciliation and^aibitration. Industrial housing is also to be 
unproved and a Housing Board is being sot up to construct one 
million winkers* houses in ten yeais. The cost thereof will bo 
borne by Government, employers, and labour and the share <>l 
hdwur will be recovered in the form of a reasonable rent. 

Foreign capital is regarded necessary For the rapid indus 
tiialisation of the country; but conditions ior its participation 
in Indian in luMiius will be icgulnltd iu the national i itero«t 
Him will lie done b\ legislation vt)n<h w II piovide im' tin 
mu* tiny and approval by the Genual Government of cvm\ 
individual rase at paitiupution of JoitiVn capital and manage 
ment in industry. 

The Government of Jodia aic alive to their responsibility 
for developing those industries which tiny lave icscivcd oxilu 
aively for State operation. They will extend assistance to 
private or oo-opeiauvc enterprises in the rest of the indiuMm’ 
field. They will remove transport difficulties and facilitate tla 
import of essential raw materials to the maximum possibh 
extent The Government will so design its tariff policy as t« 
prevent unfair foreign competition and to piomotc the uhlhutti >n 
of India's resources in a manner as not to impose unjustifiable 
burden on the consumer. The system of taxation will be levised 

In respect of foreign capital the Prime Minister made s% 
statement in the ConstiimuM nimbly of lud>»*m \j ril UHb m 
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which he clarified the Government's policy with regard to 
foreign capital. The objer* of regulation should be the utilisa¬ 
tion of foreign csmpital in a manner most advantageous to the 
oountry. The Prim© Minister stressed the n*>cd of foreign 
capital because our national savings would not b© enough for 
the rapid development of the country and also Wans© foreign 
capital would bring scientific, technical and industrial knowledge 
with it. He stressed the following points in that connection: - 

Firstly, all undertakings, Indian or foreign, would have to 
conform to the g^nmal requirements of the Government ot 
India's industrial policy. The Government of India would not 
place any real riel ions on foreign enterprises which would not 
apply to similai Indian enterprises. Government would also 
frame their polity in such a manner as to enable fcuoign capital 
to be invested in India on terms and conditions that would !>© 
mutually advantageous. 

Secondly, foreign interests would be pmuited to earn 
prolfita like Indian interests and they will be allowed the exist¬ 
ing facilities for the remittance of profits. Government would 
not plaoe any ramu tions on the withdrawal of foieign capital 
fiom the country but remittance facilities would naturally 
depend on foreign exchange considerations. In case foreign 
concerns were compulsorily acquired, Government would provide 
reasonable facilities for the remittance of proceeds. 

ThixfBy, in case foieign enterprises are compulsorily 
acquired, compensation mil bo paid on a fair and equitable 
basis. Fourthly, as a general rule, the major interest in owner¬ 
ship and effective control of an undertaking should be in Indian 
hands; but power will be taken to deal with exceptional cases 
to suit the national interest. Government will not object to 
foreign capital having control of a concern for a limited period, 
if it is found to be in the national interest and earii individual 
case will be dealt with on its merits. When Indiana of requisite 
qualifications are not available, non-Indians will lie employed 
on technical posts, but facilities for the training and employment 
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of Indians should be provided in the quickest possible manner. 
‘ The Prime Minister also pointed out that there would be consi¬ 
derable scope for the investment of British capital in India and 
the’Government of India iiad no desire to injure British or other 
non-Indian interests in the country. On the other hand, they 
would gladly welcome the contribution of foreign capital in a 
constructive and cooperative manner in the development of 
India’s economy. 



CHAPTER XXXIV 
INDIA’S FOREIGN TRADE 

Id this chapter, we shall confine ourselves mainly to India V 
foreign trade which consists of sea-borne trade, entrepot trade, 
and trade between India and the neighbouring countries ovei 
land. It does not mean that the internal trade of India in not 
of great consequence from the print of view of Indian economy 
but the fact is that foreign trade exercises a great influence on 
the internal economy of the country and it affects the balance o* 
payments position of our country. 

In the distant past also India had Unde iclations witl 
countries like Babylon, Egypt, China, Persia. Ambia and main 
wther countries. Ancient trade was in lare and 
The articles of comparatively great value in small bulk umo thi 
main items of exchange. Textile manufactures, metalware, ivory 
apices, perfumes, etc., were exported and article** like brass, 
tin, etc., were imported. Usually India had n favour I h 1 darn 
of trade and, there lore gold and «ilier wet c imjnrtui tnlo th# 
country in largo amounts. India also impoi ted silk f, ockK and 
porcelain from China, pcaihhom Ceylon and pinion? stones 
from the Indian archipelago. These commodities weie exported 
to foreign countries. The existence of this entrejol trade pioveb 
that Indian shipping was adequately developed. In the Muslim 
period which began frotn the eleventh century trade connections 
with neijrhbo .ring countries were set up and the manufacture of 
luxury goods was micouraged by the Moguls. During the Muslim 
period imports consisted principally of gold, metals like coppei, 
tin, vine and luxury articles like precious stones and amber, 
while exports consisted of textile fabrics, dye-stuffs, opium aud 
spices. Up to the fifteenth century direct trade with European v 
countries pass d through the Indian Ocean up to Eden and then 
it was tr msferred via the Gulf of Suez and carried by land and 
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Wtttar InMfipi Ifihfif fcerrenean countries. Then it pawed through 
ft^jrJwBMtopea* ooonfcriw. Aa this trade was profitable, the 
1i*at in search of a sen route to India* The East 
ladi* Cau^any secured the monopoly of trade with the Emt and 
oattooes, linen#, woollen and silk manufactures and embroideries 
were the main articles of purchase in India, There was a great 
demand in England for Indian calicoes and apices which had to 
be paid for in specie. Towards the end of the seventeenth century, 
prohibitive duties were imposed in England on Indian textile 
goods* And in the eighteenth century as a result of the pressure 
of the vested interests in England, the East India Company laid 
more emphasis on exporting raw materials from India ami hence¬ 
forward, this country became the supplier of raw materials bo 
England. After the middle of the nineteenth century, Indian 
imports began to consist of cotton manufactures and exports 
consisted of raw materials and food-shifts 

The opening of the Suez canal if. I stiff vun* im important land 
mark in Jndirt’s fan ign trade. Affcci this yotr there was a great 
increase in exports and imports. In 1864-05 the annual value o' 
the exports 'v»s about Kh 5ft ernroa, which increased tu Its. 353. HI 
urores in 1U28 2tt. Th ‘ value of imports during the mno period 
increased from about K*, 51 orores to Us. 2*51 mores. 7 'Iim 
in-Tease was 1 v to sever i! factors. Firstly, the estrifrlishmeNi 
of peac* an I security under the British rule led to the develop¬ 
ment of rnniuiHce, it nl vnys and roads were also const mated 
which opened the various parts of the country and trad'-cv 
pnrided. The opening of the fciuez canal reduced the disUn *c 
between India and Emil md by about 3,000 miles and open* I 
new areas near the ftbdilerranean sea for trade with Judin 
There was great improvement in naval architecture and mor 
chant shipping in various countries improved considerably so 
that India’s trade with them expanded much. Indian export# 
began to consist of articles of low value and la»ge bulk uhirei 
could be transported cheaply and quickly in foreign countries. 
Hence food stuffs, including wheat, rice and t*a and raw 
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materials like cotton, jute, oil-seeds and skins became toe 
important articles of exports; while imports began to eomtst of 
manofaet med articles bke cotton piece goods, machinery, hard¬ 
ware, railway material and oth< t commodities. The customs 
and transit duties were remove d m course ol time and free trade 
was adopted in India undci procure from Lancashire, The 
monopoly of the Kast India Company was abolished in 18IU 
and a?) nations were given freedom to establish eomroeicwU 
relations with India. Britain, however, continued to mono* 
polise the cam in# trade of the countiv ’"the got many advant¬ 
ages in th 3 form of the investment of British capital in iailwaya 
and in many other industries of the couulry. She also had control 
of shipping and banking and mam tiade organisations like the 
export houses and Chambers of Comm erne were set up in India 
and Britain also exercised a gieat deal of control ovei the fiscal 
policy of the country. Thorefoie, she continued to have a great 
influence on Indian commerce. 

Towards the end of the nineteenth iminty, Butish supre¬ 
macy in India’s foroign trade was ehrdhuged by Gomian\ 
Japan and othci countries. These countucs set up blanches of 
their banks in India to give facilities foi financing the trade. 
They also set up their commercial houses in Bombay and Cal¬ 
cutta and the Governments of those countries trave shipping 
subsidies* To tin poind aitei Woild Wai I America also deve¬ 
loped direct Bade leiaiioi s vuth India T1 c icsult of these 
factois was flint the foreign hade ol the country ^rew tremen¬ 
dously. The exporis inereii^ed up to 1873 The American 
('nil Win exjmuded Indian i otton export^ and checked the 
uupnits of pice ( goods into India. Aftei 187:) the development 
of imoign timle was slow. This was mainly due to the fluctua¬ 
tions in the exchange value of the rupee with gold standard 
countries. Famine* also which occurred from time to time had 
the Name effect. 

In the beginning of the twentieth tentuiy India’s foreign 
Uadi o paneled tew arfcfthly The rupee was stable anil a policy 
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of p«Wio works was being followed. This period waft alao Gm 
fromeeriou8 famines a tv! foreign countries were making orgi- 
tiMI efforts to set up tnule relations with India. World War I 
sURmtert India's foreign trade tremendously. On the outbreak 
of the war both imports and exports fell. The imports which were 
worth £\V1'1L millions in 10KM4 fell to millions in 1914-15; 
whereas the figures for exports fell from £*166 millions to £"120*4 
millions during Hie same period. After 1910-17 the value of ex¬ 
ports recovered considerably but that of imports remained behind 
the pre-war year even in 191* 19. Import trade declined conti¬ 
nuously during the war years. The reasons were that the trade 
with the enemy countries was stopped, and that with the allied 
countries could not. lie maintained at the pre-war level, because 
they were engaged in the production of war materials. Restric¬ 
tions were placed on iradc with neutral countries to prevent 
commodities of strategic iinpuitunoe from teaching Germany 
through those countries. There was a great rise in freights also 
because of the decline in shipping tonnage. Foreign exchanges 
aero dislocated. Trade with European countries declined and 
America and Japan took advantage of the situation. The exports 
of manufactured goods increased. In 1913-14 manufactured 
goods were 22*4 per cent. of the total exports. The percentage 
figures rose to 36 6 per cent, in 1018-19. The war gave a great 
stimulus (o industries like cotton jute, iron and steel, etc. 

INTER-WAR TRADE 

Immediately alter the war was over the war time restric¬ 
tions on trade were removed and trade connections were set up 
with various countries. European countries were reorganising 
their industries, and therefore, there was a great demand for 
Indian exports. The trade revival was hampered by the fact that 
railways oonld not cope with the traffic. The exchange value of 
the rupee continued to lie unstable. After 1920-21, there was a 
slump in trade. Indian customers could not purchase Indian 
goods. The countries ol Central Europe needed Indian products 
badly; but they could not buy them on account of their reduced 
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purchasing power. The Government tried to stabilise the <«- 
change value of the tupeo at 2 shilling gold as a result of> the 
reoornmendation.s of the Babington Smith Committee; but tb^f bit 
the export trade veiy hard It made import* cheap and ordfft* 
were placed fcr machinery and mill stores. The result was that 
there was e heavy balance of trade against India aiwwntuig. to 
about Rs. BO crores in 1920 21. After 1922-213 there was 
recovery caused by the stabilisation of currencies in Europe and 
the improvement of the credit position in those countries. 

Aftei 1929 there was great depression which began iu 
America and engulfed all the countries of the world afterwards. 
It continued between 1929 and 1934. The main factors which 
affected India’s foreign trade during this period were these : 

Firstly, there was overproduction of raw materials and 
manufactured goods and in European countries Indian expuifcs 
had to face keen competition. Secondly, the gold reoouroes of 
the world were concentrated in France and America and, there¬ 
fore, they were not adequately available to the Central Banks of 
other counties to support tbefr currencies Hence the gold 
standard broke down. The deflationary conditions in those 
countries advetsely affected India’s trade. In many countries 
there were political disturbances, and, finally, there weie restric¬ 
tions on trade in the form of exchange control, quotas and high 
tariffs which ndve»*joly affected international tiade. The prices 
of raw rani mini'. fell to a gienb»r extent than those of manu¬ 
factured goods iuid India's favourable balance of tiade declined 
considerably. Indian expoitn fell to a greater exl nt tnan 
imports. Thin Wcc a huge export of distress gold from India 
and the valm ot the expoit* of India came down to lis. 136 
crows in 1932 3ft. There was a revival oF business activity in 
1933. After 1933-34 economic recovery look plate and in x936 
the world appeared to hav e definitely emerged fiotn the parah 
sing conditions uf the great depression Prices began to riM «»n 
account of many reasons There were schemes under which lit*' 
piuoucfion t>l various tonuuodilicfi 9 as restricted and curiciu v 
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devaluation took place in September, 1936. The rising prieee 
\rnmm marked before 1937 on account of heavy Government 
expenditure on armaments in many countries. Many countries 
entered into bilateral trade agi cements in order to maintain their 
trade position. In India the rise in prices of agricultural pro¬ 
ducts began iu 1936-37 to a marked extent. It was caused by 
m meteose in the demand for raw materials in foreign countries. 

INDIA'S FOREIGN TRADE IN WORLD WAR (1 

Th** war broke out in September 1939 and engulfed a 
Ur^e ltmnlier of count ri»>* of all the continents in its 
soopo, India’s foreign trado was unfavourably affected 
in the beginning, but later it si)owed improvement. Just 
before the declaration of War, theie was political iiruertainly. 
Indian businessmen hesitated to place ordets in European 
countries, lost hostilities should extend to them before the goods 
arrived. The war spread rapidly and India lost a large numbei 
of her European cuslomcis, namely, Oeiinanv. Czechoslovakia, 
Poland, Norway, Hollard, Demuaik, France, Belgium and 
Italy. In the middle of 1941 the tiude with Russia ceased 
and in Decernbei 1941 Japan declaied war and became 
an enemy country. Many count lies of the Far East came 
under her occupation and the trade with them was stopped. 
The trade with Burma was also stopped. Secondly, there 
were many neutral countries with whom trade was reduced. 
Communications were not safe and there was the danger that 
the value of goods might not be recovered from the enemy 
countries. Thus the area with which India had trade relations 
was considerably restricted, This included the IT, S. A., the 
Empire countries, and the Middle-East countries in Asia and 
Africa. There was the further handicap of the lack of adequate 
shipping accommodation. Further, even in those countries with 
which India had trade relations, trade restrictions were intro 
duoed and India also imposed restrictions on hei foreign trade 
Trade with enemy countries was prohibited and step? were taken 
to see that goods did not reach the enemy countries even 
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indirectly. Export restrictions an 1 export licences were intro- 
duced, Foreign exchange was to be conserved and meticulous 
foreign exchange control was introduced. This exchange control 
was worked through the Exchange Control Department of the 
Reserve Bank of India. The export of gold to the Empire 
countries was permitted and the same was the case with 
jewellery. Foreign exchange was allowed only for importing 
essential commodities. Thus a great control over foreign trade 
was exercised and in May 1940 restrictions were imposed on 08 
items to conserve foreign exchange. The United Kingdom and 
many other allied countries were producing war materials and 
they needed raw materials, fo^ 1-sfciiPFs and manufactured articles 
from India. They could not produce sroods for export markets. 
In many countries in the Middle Wist and in the near East 
there was an increase in demand fir Julian goods. The diffi¬ 
culty of shipping accommodation implied the dependence on 
near-by mnikels. Hence the trade with many countries on the 
border of the Indian ocean came within the reach of India. The 
total sea-borne trade of India in 1938-39 was Rs. 321 crores and 
it incieased to Rs. 429 crores iri 1944-45. 

By June 1910 the trade with almost the whole of Europe 
was stopped. Hence Indian exports suffered considerably and 
prices of many commodities like jute goods fell very much. The 
Government of India took several step* to find new export 
markets for the produce of Iddian goods. In July 1940 the 
Gregory-Meek Mission was sent to America to study the possi* 
bility of expanding Indinn exports to America. The report of 
the Mission was published in June 1941, according to which 
India oould not find an effective substitute market in the U.S.A, 
for the Loss of her European markets. America was either not 
prepared to absorb commodities like jute, wheat, ground nut# and 
cotton because they were grown within her own borders or she 
was using substitutes for some of them. Further, her trade with 
South American countries was increasing and many South 
American raw materials competed with Indian raw produce. The 
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report emphasises that India must enoouiage publicity to retain 
her markets for jute in which till recently eh© waa facing keen 
competition fiom substitutes. Another step taken by the Gov¬ 
ernment of India was the betting up In May 1940 of the Export 
Advisory Counoil with the Commerce Member as its Chairman. 
It consisted of 21 othei men bers, representing trade and indus¬ 
try. It was to discuss expoit difficulties, to make ^ng^e^tions 
regarding the exj ansion of Indian exports to different markets* 
to promote the expansion of Indian manufactures and to suggest 
facilities that could be given to trade delegations which might 
v*sit foreign countries. Tho following table indicates the irn* 
portance ol various articles in India’s export trade. 


( EXPORTS ) 

( In thousands of rupees ) 



J942-43 

1044-45 Percentage 
of total ex¬ 
ports in 
1944-46. 

Jute raw and waste 

9,01,57 

7,50,02 

3.02 

Jute manufactures 

30.40,93 

60,42,42 

28.02 

Cotton raw and wast* 

5 30,50 

7,70,17 

3.61 

Cotton manufactures 

40,19,10 

37,00,20 

17.81 

Tea 

31,90,13 

3S, 11,69 

18.50 

Seeds 

1C,51,50 

10,53,35 

4.99 

Leather 

4 76,05 

4,21,22 

1.99 

Metals and ores 

3.92,67 

2,52,30 

1.18 

^on-metallic ores 

2,80.17 

3,03,02 

1.43 

Grain, pulses and flour 

6,93,23 

1,23,32 

0.57 

Hide* and skins, raw 

3,38.36 

3,98,54 

1.87 

Tobacco 

1,49,20 

1,40,01 

0.70 

Fruits and vegetables 

1,97.00 

4,59,14 

2.12 

Cakes 

01,40 

41 

«•»««• 

Coal 

35,54 

22,78 

0.10 
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Wool, raw and manufactured 1 

,61,12 3,90,68 

1.84 

Guaais, rosins and lac 3, 

,23,65 40,74,70 

2.22 

Oils 1 

,36,84 1,05,57 

0.50 

Coir manufactures 

86,26 11,93,41 

0.90 

Spices 1 

94,11 1,1 

1,45 

0.52 

Rubber, raw and manufactured 

37,13 1,13,54 

0.53 

Hemp raw 

52,87 

69,79 

o*31 

Coffee 

52,38 

24,52 

012 

Provisions and oilman’s stores 

59,92 

24,69 

0*12 

Fish 

72,29 

225,79 

106 

Chemicals, drugs and medicines 

58,62 

40 m 

0*17 

Dyes and colours 

36,05 

50,13 

0*23 

Paraffin max 

21,31 

1,22,90 

0-57 

Wood and limber 

13,81 

13,43 

0*06 

Apparel 

55,02 

52,77 

0-22 

Sugar 

1,07,96 

31,72 

(t 15 

Silk, raw and manufactured 

2,49,24 

6 

, |f 

Fodder, bran and pollard 

7,16 

3,12 

• ** 

Cutlery, hardware, eto M 

26,73 

26,23 

0* 12 

Animals, living 

n.m 

28,14 

0-12 

Tallow stearin and wax 

*10,62 

1,70 

■ . . 

Furniture, etc. 

1.70 

4,37 

... 

Glass and glassware 

7,33 

11,72 

006 

Paper, pasteboard and stationar> 

5,47 

30,08 

014 

Other articles 

6,94.63 

6,43,62 

3*04 


Total value of export# 180,41,04 220,04,55 100*70 


Tho percentage of export# of manufactures to the total 
exports is increasing gradually, though the bulk of exports still 
consists of raw materials. This tendency was strengthened during 
tho war of 1939-45. That moans that percentage of exports of 
manufactures to total exports is on the increase. Another impor¬ 
tant characteristic of India's foreign trade is that exports 
of a few great staples lifer i-aw cotton, jute, oil-seeds and food 
grains. Great Britain holds a predominant position in her foreign 
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trade, On the export# wide, she is our important single customer 
aud oin foreign trade normally shows an excess of exports over 
imports find our balance of trade is usually favourable. 

The jiosVwar trends of India’s trade are different. In 1948 
49 the imports on private and Government account came to about 
Rs. B27 cwres arid the exports came to about Rs. 428 oiores, 
including re-exports. Thus there was unfavourable balm ice of 
trade amounting to about Rs. 104 crores. In 1949-50 the imports 
came to about Rs. 592 crores and the exports including re exports 
were ahnul Rs. 509 ororos and the unfavourable balance of 
trade wan about Rs. 88 crores. In the poet-war period an impor¬ 
tant feature of India’s foreign trade was the difficult balance of 
payments position. The payments deficit for 1949 came to about 
Rs. !46’6 crores; but thereafter improvement was shown in this 
connection. The pre-devaluation period showed a heavy deficit 
in the Indo-Pakisban trade and balance of payments position. 
India’s exports to Pakistan did not come up to the expected 
level. This in itself would not have caused difficulty but for the 
fact that there were heavy deficits with the rest of th* 1 world. It 
may be pointed out that ilic deficit in the balance of payments 
position in *948 wan Rs. N8 crores, while the deficit in the first 
nix months in ]949 was Rs. 148*9 crores. The deficit in Hit 
second half of 1948 had resulted from a relaxation of imi»orl 
controls which followed the Indo-U. K. Financial Agi cement of 
July 1948. The sterling release granted for the period July 1947 
to June 1948 remained practically untouched, Hence in the 
second half of 1948 im}>ort« were liboialiac d 

The full effect of this bIK*ralibation began to be felt earl;* m 
1949 when imports rose progre»si\eIy from a monthly average of 
Rs. 98 crores during the 0 months, Janmttv-June 1948 to a 
maximum of Rs* 62 crores in May 1949. The index number foi 
the quantity of imports during the quaitcr April June 1949 was 
at the record level of 151*5. Commercial import# flowed in the 
first half of 1949, at an annual rate of UsJHl ciuics as compared 
with Rs. 395*6 crores in the previous half w*ai. Imports on 
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governmet account in the first half of 1049 were unusually high, 
standing at about Bs* 107 crores. This was due to purchases of 
foodgrains, which became urgently necessaij- on the reimposition 
of controls. During the last several years an important feature 
of India’s foreign trade has been the huge expenditure on the 
unpoit of food-grams. *1 his has been in the neighbourhood of 
about Bs 125 to Its, IbO ciorts annually. 

The following table indicates the pre-war trends in Indies 
toioign trsde. * 

Volume And Terms of Trade 

Base : 1938 = 10O 

Terms of Trade 


Years and 
Quarters 

Volume 

Import Export 

Unit Unit 
Value Value 
of of 

Imports Exports 

Net Terras 
of Trade 
( Imports 
divided bv 
Exports ) 

1045-4<» 

90.1 

67.0 

238.7 

234.2 

101.9 

1946-47 

98.9 

65.7 

258.7 

270.0 

99.3 

1947-48 

lll.l 

G9.9 

305.2 

360.7 

84.6 

1948-49 

110.1 

51.8 

345,7 

394.3 

87.8 

1919-59 

118 8 

74.6 

829.8 

389.1 

84,8 

April - June 

1949 

If 1.5 

54.1 

322.9 

389.9 

80.9 

July September 
1910 

127.8 

67.2 

312 1 

371,5 

84.0 

Oi tulier- 
Deeember 1949 

115.1 

92.9 

335 l 

380.7 

88,0 

January- 
Maich 195(1 

82.8 

84.9 

336 7 

407.2 

82.7 

During the last 

several 

years 

India’s foreign trade 


has been growing in value. In 1948, India’s trade with the 
outside world, excluding Pakistan came to Rs. 920 crores, 

* See Report on f'lmmry and finance fot 1949-50, page 98, 
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white in 1949 it came to R$. 1,021 orores. The increase was duo 
to a rise of 22 per cent, in imports in 1949. In July 1948, under 
the open general licence system, imports were freely permited 
from the sterling area and the soft curtency areas; but iu May 
and August 1949, restrictions acre imposed primarily affecting 
the import of consumers’ goods. 

In September 1949, there wafc the great currency devalua¬ 
tion when 24 countries devalued their currencies in terms of the 
dollar and India followed hint. The devaluation of the rupee 
led to an increase in the demand for Indian exports from both 
dollar and non-dollar areas. Exports to the countries in whc^c 
currency the rupee was devalued incieased at a higher rate The 
U.S.A. importers wore able to offer higher rupee prices for Indian 
goods in competition with other buyeis. The Government 
imposed export duties on several commodities in order to appro¬ 
priate to Itself a part of the benefits of devaluation. The demand 
for Indian exports from the devalued currencies increased owing 
to their low cost at the new value of the rupee in relation to 
dollar goods. Cloth exports to the soft currency countries nearly 
doubled in value in the last quarter of 1949 lelatively to the 
earlier quarters. 

Following tho non devaluation of its euirency by Pakistan 
the trade with that country almost came to a stand-still. 
Pakistan’s position to maintain tho parity of its currency with 
the dollar implied an appreciation of tho Pakistan rupee in terms 
of the Indian rupee. The prices of Pakistan products for Indian 
buyers rose considerably. This was so particularly in the case 
of raw cotton and raw jute. It was not possible to work the 
jute mills at a profit, if raw jute had to be purchased from 
Pakistan at a premium of 44 per cent, in Indian money. Even 
before devaluation the demand for jute goods was shrinking in 
American markets because of the growing use of substitutes. 
Hence the Indian producers did not raise the price of jute pro¬ 
ducts to cover the higher cost of the raw material. The Indian 
Jute Hills’ Association decided to suspend purchasing raw jute 
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from Pakistan. Pakistan also placed restrictions un goods go ina 
from India. Hr r import tariff was revisod in several caera nnd 
exemptions which Rome Indian manufacturers were enjoymg 
wero remover]. Them was a difficulty of remittance through 
the banking systi m. The -dtuation wa«, ton certain extent, 
eased by the In(k>-I'nki«lnn Trade Agreement of February, 1051. 

MAIN FEATURES OF INDIA’S FOREIGN TRADE 

Firefly, India usually has a finottiablc balamtt ol tnule 
out of which sin* has been meeting her obligations in the foim 
of Home Cbaiges to England. Setondly, up to 1930 :>i India 
was a net iiuportci of gold and the imports on an avei.igo ranu' 
to About Re. 28 croros. Tbeieafter, In lia u m.iiued a net ex 
porter of gold up to 1943 44. In 36 yi us from 1991 i<> 1934 
she was u net importer of gold to the extent ot slightly tow 
Hr, 3 crores. That means that gold exports between 10,46-,In 
ami 1043-44 were very heavy. 

Thirdly, as a result of the last Wai India emerged ne ,i 
creditor nation, hoi sterling debt having lieen wipped off, though 
the total foreign obligations of the country increased from about 
Its 12011 notes in 1038-39 to Its. 2550 in 1950-61. Fourthly, 
on noeoimt of the sterling area arrangements and other factors 
her trade relations with Commonwealth countries have been 
growing; hut in recent years she has been importing feodgwum 
to a large extent from America, Argentina Mod other countries 
on which ahi bos been attending huge mmos off money. Thus hei 
foreign assets are fast declining. Fifthly , in her exports, increa* 
ing important e is being acquired by manufactured goods and >u 
her imports taw materials are being increasingly imported, parti¬ 
cularly raw cotton and raw jute from Pakistan. Sixthly, xeetric- 
tioos on foreign trade ate still continuing. There ore beayy export 
duties on eororooditie* like jute and exports and imports both are 
subject to a system of licence. These restrictions ore likely 
to continue m king as the international economic position is 
not eased. 
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ibe Draw theory 

A word nay now be said about the drain theory in 
rt se Utm nrltli India’s foreign trade. India's export* normally 
exceeded her imports in the past. For all the exports India 
received some imports which were not oonsadered satisfactory. 
India’s excess of exports over imports Was largely accounted for 
by the Home Charges. We did not receive material goods or 
money for a part of our exports and in some years no material 
or immaterial equivalent was received. One ct the important 
items in the Home Charges was interest on debts which were 
contracted in England for financing railways, irrigation works, 
roads, etc. 

The drain theory is connected with the interest payment 
on this debt. It is pointed out that a large amount of the 
wealth of the country was drained away to foreign countries Oti 
account of the interest paid on foreign capital inverted in 
various undertakings in India. There are many points which 
have to be taken into consideration in thiB connection. Foreign 
capital is not necessarily disadvantageous. Many countries with 
abundant natural resources have raised capital abroad to Im¬ 
prove their economy. Countries like Canada and even Russia 
improved their economic conditions with the help of foreign 
'capital. In the case of India, interest on foreign debt was one 
of the most important elements in the Home Charges, but it 
would not be oorrect to call it ‘drain* which implies a payment 
which is economically harmful to the country. Railways and 
roads have been beneficial for the trade anfl industries of the 
country and adequate capital was not available in India at the 
time when loan* were raised in England. India’s eoonotnic 
development would not have proceeded at such a pace as it did, 
but for foreign oapit&l. But unfortunately the fact that India 
Was politically a subject nation had much to do with the 
criticism directed against foreign capital. Morison argued (bat 
contraction of these debts is England had nothing to do with 
the political subjection of India to England. These debts Were 
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raised in the London money market* because it was the cheap¬ 
est market in the world at that time and also because London 
was the international financial centre. It is also argued that 
India’s political connection with England was an advantage to 
this country inasmuch as her credit abroad was enhanced and 

was able to borrow on terms which were more advantageous 
than would otherwise have been possible. It is also argued that 
England gave a suitable administration to India and piomoted 
the economic development of the country, and as a result of it, 
India’s credit position improved. 

The question in this connection is whether these loans 
could not have been raised on lower terras and whethei intercut 
burden could not have been reduced. Aeconling to William 
Thorntou in his evidence before the Parliamentary Com mi* toe 
of 1872, British capital would have come into India even with¬ 
out guarantee, because there was much superfluous capital m 
England which was seeking investment in many other countries 
and it would not have neglected India. * 

The fact that the rate of interest was high is borne out by 
the later experience of the Government when they reduced the 
guaranteed rate of interest on railway capital investment in 
India. Further* it may bo said that originally railways were 
not all built in the best interest of the country and it is to 
be seen whether the capital investment in railways waa not 
at the cost of investment in irrigation works. In all these 
oases, mistakes were made and the payments that were made in 
connection with these loans could not be said to have been fully 
compensated by economic advantages received by India in return. 
Railways! of course, have helped the economic development of 
the country; but the main question is whether these benefits were 
not secured at a heavy cost. Foreign capital also entered the 
country without Government intervention and the payment of 
interest and profits on it did not appear under the Home Charges* 

* Sec R. CU Butt, live Economic History of India in the Victorian Age* 
page 390. 
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nontheleas they accounted for a large portion of tlie excels of 
our experts over imports. 

Another item connected with the drain thoory is the pay* 
moot made in respect of civil and military services, on aooouut 
of which a large amount of wealth was drained away from India. 
In respect of the civil services, India spent a higher amount 
than would have been the case, if the civil services bad been 
manned by Indians in place of Europeans. The experience of 
Indian officers would not have been lost to the country on their 
retirement which happened in the case of the European officers. 
Moreover, it was the birthright of Indians to have got prefe 
rence in their own country in civil and military employment oven 
when they were slightly inferior to the Europeans. In respect of 
the military charges it may b© said that the strength of the army 
maintained in India was above her real requirements. On the 
other side, it has been pointed out that India depended upon 
the British navy for protection and she would have had to spend 
much more if she had kept her own navy. Here the question is 
whether the British navy was maintained purely for Indian de¬ 
fence and not for imperial purposes. In fact, a part of India's 
military expenditure should have been borne by England* 

India had also to make payments abroad in respeot of pro¬ 
fits or remuneration for the services of foreign bankers, shipping 
and insurance companies; but they did not figure under the 
category of Home Charges* To the extent that these services 
were unduly expensive and a hindrance in the way of our doing 
the work ourselves, they could be spoken of as a drain. 

The question of drain involves a certain amount of loss m 
wealth to India as a result of the payment connected with tin* 
items discussed above. As a set off against these Iomcs, it wa* 
sometimes pointed out that the British system of administration 
conferred peace and security on India, and, therefore, it led to the 
orderly development of the country in all diiections. Hence 
there were advantages which could be set off against this dram. 
But in that case we could justify every kind of extnuaganoe and 
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anfkirnoiw of the foreign Government. In foot, the advantages 
of British connection to India cannot be measured in conerete 
terms. Britain also gained international prestige owing to her 
possession of India which oould not be measured in concrete 
term*. 

For practical purposes the controversy should be regarded 
as closed, for India has become independent and she is directing 
her economic policy in her best interest. All the same, traces of 
the dram theory are at times seen in the controversy which is, 
at times, raised regarding the financial agreements between India 
and England relating to the releases of sterling balances and the 
provision of the Reserve Bank of India Act according to which a 
portion of the assets of the issue department of the Reserve Bank 
at India is kept in foreign securities.* 

India also has got trade with countries on her borders. She 
imports food-stuff's and raw jute and other raw materials and ex¬ 
ports commodities like sugar, iron and steel, tea, salt, tobacco, 
etc. to the countries near her border. She has trade relations 
with Afghanistan to whom she exports live animals, boots and 
shoes and other manufactured goods and from whom she imports 
skins, fnrs, flruits and vegetables. 

India's foreign trade is now in the neighbourhood of over 
Rs. 1,100 crcnva annually. In 1049-50, the imports came to 
about Be. 992 erores and exports to about Rs. 909 ororee. India 

‘ Acharya Kripalani hai recently referred to the question of Sterling balance, 
to prow that the Government at India by It* own free will had accepted aa eco¬ 
nomic slavery under Britain and that despite the political independence of the 
country, India was yet a colony of Britain for all practical purpose*. He ha* 
tried to «how that the Mtrling balance* agreement* with Britain have not beat 
advantageous to India and that in the successive agreements with Britain in 
respect of sterling balance*, India has offered progressively larger concession, 
to Britain which have reduced the utility of the sterling balances to this country. 
Me ha* referred to dm restriction* placed on India’* freedom to utilise them 
balances and to the low rate of interest on them, He also referred to India’s 
membership of the dollar pool under which India hah to surrender dollars earned 
by her and her freedom to spend them is restricted. This view it, however, 
not sound. (See Commerce, Urn April, 1951.) 
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•aMtjnre the filth place among (he coup tries of the world in res¬ 
pect, of foreign trade. When India develops her own industry, 
thp character of her foreign trade is likely to undergo a great 
change. The partition of the oountry has affected India’s foreign 
trade also. She imports raw cotton, raw jute and foodgrainw 
from Pakistan and is dependent upon that country for these 
essential supplies to a great extent. She must develop her eco¬ 
nomy in such a way that she should grow as large quantities of 
these commodities as she possibly can within her own borders, 
and for this purpose, she has not only to reconstruct her 
manufacturing industry, but also to reorganise her agriculture 
along proper lines. 

Slate Trading 

At this stage reference may be made to State trading 
which means conferring the monopoly of trade on the State. The 
issue in this case is whether the state should have the monopoly 
of trade or it should be left to private enterprise subjeot to the 
control of the state. The Government of India appointed a 
Committee to consider whether India’s foreign trade should be 
state monopoly or it should be left to private enterprise. 
According to the recommendations of this Commit tee, the State 
should take over *11 import and export operations of a commer¬ 
cial nature, which are at present handled by the Central Go v- 
erament. It also recommended the establishment of a State - 
sponsored trading corporation for the purpose. This Corpora¬ 
tion is to be a statutory body with an authorised capital of 
HU. 2 crprea. The Central Government ie to hold fifty-one per¬ 
cent. of the capital of the Corporation. The balance is to be 
offered to the State Governments and private enterprise. The 
capital is to be guaranteed by the Central Government, and 
this guarantee ie also to extend to a minimum dividend to 
private shareholders. The Corporation Is to be managed by an 
executive board, consisting of businessmen of proved ability 
and integrity. 

Its fonrtiimr —The Corporation is to bake over from (be 
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Government of India commercial operations In impact of the 
import of foodgrainn, fertilisers, cotton and such ofchei opera¬ 
tions as are necessary for implementing the barter agreements 
concluded by the Government, It is also to have the monopoly 
of the export of coal and certain other commodities. It is to 
undertake the export of the products of cottage industries on a 
pioneering basis which private enterprise may not find it profit¬ 
able. It is also to advise the Government with regard to the 
withdrawal or extension of state trading. It may undertake 
direct purchases and sales on behalf of any foreign Government 
in the Indian m trket. Finally, at the request of Indian traders, 
it may undertake on then behalf and at the«r risk negotiations 
with foreign tradcis iu respeot of transactions. 

Criticism—It may be said that foreign trade in the past 
was subjected to regulation and control of the state, and the 
idea is not, therefore, entirely novel. In the mercanlalist period, 
the State conferred wouopoly of foreign trade on regulated and 
joint-stock companies, and the reservation of the coastal trade 
and the trade between the mother country and the colonies is 
well known to students of economio history. The proposal of 
conferring the monopoly of foreign trade on the proposed cor¬ 
poration is, however, open to criticism. Firstly, it is against the 
established political and economic ideals of the State and is an 
infringement of the right of an individual to carry on a legiti¬ 
mate calling. The state has a right only to prescribe 
regulations subject to which trade may be carried on and it 
should not interfere with the freedom of individuals to carry on 
trade. 

Secondly, tin* Government obtains its resources from the 
people, which should not be utilised in activities which directly 
compete with those of the citizens. Free traders, all the world 
over* ere against any state activity, which would interfere with 
the right of the individual to carry on legitimate business 
activities. State trading need not lie opposed in all etreums 
tanoes. There are^oertain spheres pertaining to defence, for 
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instance, where state trading is necessary. The suggestions 
that the proposed Corporation should have a monopoly of 
trade under barter agreements implies the giving of too great 
a handle to a monopolistic Corporation, particularly when deals 
through the Government may not always be economical Tim 
Corporation may handle the products of cottage industries on a 
monopolistic basis, provided its administration does not become 
top heavy. It has to be remembered that Iho loss has to be 
borne by private enterprise itself, while the Coiponitiun will 
seek a subsidy from the State to cover such losses. It means 
that the taxpayer will have to bear the burden of the mistakes 
of the Corporation, if any. The Committee has laid emphasis on 
the need for utilising the services of natiorul banking, shipping 
and insurance companies in respect of *tate trading; but the 
problem is whether those national institutions ma\, ?it ait times, 
be able to render efficient service. Of course, «iw*n efficiency, 
no body should have any objection to this i(‘commendation of 
the Committee. 

The Committee has also recommended progio^ive organis¬ 
ation of internal trade on a eo operative basis. This is to be a 
substitute for state trading; but so far, co-operation has not 
made adequate progress. The Committee also emphasised the 
need for rationalisation of the Government’s import control 
policy and procedure. 

It was announced by the Ministry of Commerce in Nov¬ 
ember, 1950 that the Government of India had, for the time 
being, given up the idea of state trading; but in case it seemed 
to be the best method of dealing with the situation, the Govern* 
menfc would not hesitate to resort to it. 
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TRANSPORT 

Transport plays an important part in the eeonoraic deve 
lopment of a oountiy. In England the industrial revolution was 
preceded by improvements in transport. A suitable transport 
system facilitates the movement of raw materials from the 
sources of their supply to tho centres of production cheaply and 
quiokly; while manufactured goods are moved from the places 
of production to the markets. In the absence of cheap and quick 
means 6f transport, the economic dev elopment of a country i-> 
hindered. Facile transport also gives mobility to capital, 

In India, the transport system is yet inadequate to meet 
the needs of the country; but the growth of large*soale enterprise 
has been facilitated by the a.:vent of railway transport. The 
establishment of the Suez canal in 1860 led to the growth of the 
foreign trade of India and it, along with the development of 
railways, also facilitated the growth of large-scale enterprise iri 
the oountry. Means of transport are, however, yet inadequate 
in the oouniry to meet the needs. As compared to other 
countries, the facilities of transport in our country are very 
small. Europe, excluding Russia has an area of 16,60,000 sq. 
miles and has 1,90,000 miles of railways. In 1044— 45, India 
with an area of 18,03,000 sq. mites had 40,509 miles of railways. 

Up to the middle of Die nineteenth century the means of 
communication in India were comparatively very defective. There 
were no rails ays and the roads were few. Many of them were mere 
tracks made by bullock carts which could not bear the weight of 
wheeled traffic during the rainy season. They were also unsafe. 
Navigable canals were also few. The result was that the village 
was in an isolated condition, labour was immobile and periods 
of sc&roity and famines were very fiequeut. All this has been 
changed now by the advent of railways, cwnforoed by the growth 
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of motor transport in recent years. The main means of Irons- 
port in the country are railways, roads, water and air transport 
and we may. discuss them in turn, 

RAILWAY TRANSPORT 

We may first take up the system of railway transport in the 
country. Indian railways were established mainly to consolidate 
British rule and to expand British trade. The desire to find an 
outlet for British capital and employment for British technicians 
also played a part in the de\c]upment of railway enterprise in 
India. Whatever the motives, railways have been a great 
advantage to this country, though at that time they brought 
about the ruin of cottage industries and they wore used forsup- 
vessing the desire for political freedom in the country. They 
have conferrod innumerable benefits on the country. Trade, 
internal and external, has considerably expanded, Government 
revenues have increased and, the consolidation, of the coun¬ 
try has been brought about, the isolation of the village has been 
broken up, the rigours of the caste system have been reduced and 
many cultural and social advantages have followed* They have 
been responsible for the commercialisation of agriculture and 
also for the growth of large-scale production. 

Historical Retrospect 

The first Indian railway, namely, the Q.I.P. was opened 
in 1853 and, within a decade, the beginnings of the main railway 
systems had been laid. At the beginning of this century, the 
route mileage of the Indian railways amounted to 24,750. 
lost of the development in railways in India has taken place 
in the present century. But at the beginning of the 
financial year 1948-40, the route milege was 33,86i. The 
capital outlay during the same period increased from 
Rs* 329*53 crores to Rs, 775*77 crores. During this period 
the number of passengers registered a seven-fold increase from 
17*5 crores to 113 crores and,the tonnage of goods carried increa- 
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sed from 4'9 crores to 8 3 wore*. The gross MMingi have to* 
creased from Rs. 31‘54 crores to Rs. 233*83 ore res add the 
working expenses have gone up from about Be. 15 crores to 
about Rs. 184 crores. 

The old Guarantee System 

Railways in India were started under what is known 
as the old guarantee system, which prevailed between 
1844 and 1859, Railway companies were started in 
England and a specified rate of interest was guaranteed by the 
Government of India. Lord Dalhousie urged the creation of a 
System of trunk lines connecting the interior of each presidency 
with its principal port and connecting the different presidencies 
with one another. He advocated that as a result of railway 
construction in India by British companies, Biitish capital 
and enterprise would get employment in India. He preferred 
the agency of companies under the supervision of Government to 
direct construction by the Government. According to him, 
commercial undertakings were not the- proper functions of the 
Government, and accordingly, railways were started under the 
guarantee system. The Government gave free grant of land to 
the companies for railway construction. They also guaranteed 
the rate of interest varying from 4$ to 5 per cent., payable at 22 
pence per rupee. Half the surplus profits earned by them were 
to go to the Government, who had the option to purchase a line 
after 25 or 50 years on certain terms and conditions. This sys¬ 
tem proved very cost ly , because the Government had to make 
good the deficiency of the guaranteed interest. The railways 
were a losing conoern up to 1899, when for the first time, they 
earned a profit of about Rs. 16 lakhs. Up to this year, the total 
cost borne by the Government in respect of the payment of the 
guaranteed rate of interest came to about Rs. 58 crores. The 
railways followed costly methods of construction, for under the 
guarantee system they had no incentive to introduce economical 
methods oi construction. The technicians and the engineers 
being foreigners were unfamiliar with the conditions in India and 
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bum it was the pioneer enterprise, costs naturally increased. 
310 attend interest guaranteed woe unduly high as is borne oat 
by WttHnm Thornton that unguaranteed capital would have been 
available for the construction of railways in India if no guarantee 
bad been given and that the superflous capital in Britain would 
wet have neglected India. Further, the Government df India 
did not induce the railways to build up the industries which 
supplied railway materials. 

Stats Construction 

Between 1809 and 1879, the Government of India itself 
found capital for railway construction in the country and they 
themselves managed them. Under the old guarantee system, the 
companies were extravagant and the supervision of Government 
was not effective. The Government were also called upon to 
pay the deficit in respect of interest charges. It was expected 
that the Government would be able to raise the necessary capital 
itself at low rates of interest and the cost of construction would 
be low, Hence after I860 no fresh contracts with guranteed 
companies were made. The metre gauge was adopted to facili¬ 
tate economical construction and annually £ 2 millions were to 
be borrowed for railway construction. The main difficulty in 
this connection was to maintain a continuous supply Of funds. 
The Punjab lines had to be converted from metre to broad gauge 
fbr strategic reasons. Secondly, after 1872 the rupee exchange 
was falling, which increased the financial difficulties of the 
Government of India. The Famine Commission of 1880 strongly 
recommended the construction of 5,000 additional miles of rail¬ 
ways to keep the country five from famine. Hence the Govern¬ 
ment gave up this system of constructing railways in the 
ooBBtry. 

Tbs New Guarantee System 

Between 1879 and 1900, the new guarantee system was 
adopted. The Government decided to revert to the earlier ayw* 
ttttf under which the capital was found by the railway companies 
established in England. Under this system, new companies like 
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the Bengal-Nagpur and the Madras an<f^oathern Mahratta raik 
way companies were set up. The terms of the new guarantee 
were more favourable to the Government The railway lines were 
the property of the Secretary of State for India from .the begin* 
ning. The Secretary of State for India could terminate the con* 
tract at the end of 25 years after the date or at subsequent 
intervals of 10 years on repaying the capital investment of the 
railway company at par. The guaranteed rate of interest wag 
3) per cent, and the Government share of surplus profits was 
three-fifth. When the contracts with the old guarantee companies 
expired, the Government terminated them and the lines were 
purchased and transferred to State management. In many cases 
the lines were acquired by the State, but they were handed over 
for management to the same companies on certain terms and 
conditions. After 1900 branch lino companies were formed and 
Indian States also took up the construction of railways in their 
territories. By this time, the position was that railway capital 
became the property of the State, while the management gene¬ 
rally remained in the hands of the companies subject to Govern- 
ment control through the railway board. 

Railway Development Between 1900 and 1914 

There were two main features of railway development bet* 
ween 1900 and 1914. Firstly , a more vigorous policy was 
followed in respect of railway construction and development. In 
1905, the railway Board was set up at the head of the railway 
system under the Department of Commerce and Industry. Ia 
1907, the Maokay Committee recommended that £ 12,500,000 
should be annually spent for capital expenditure on railways and 
the Government spent large sum of money. The railway mileage 
Increased from 24,752 in 1900 to 34,656 in 1913-14 and the capi¬ 
tal sum invested rose from about Rs. 330 orores to about Re. 495 
orores. The second characteristic of this period was the enter* 
genoe of profits In 1900 for the first time. The Government 
gained much and by 1924 the total amount of gain came to 
Re. 103 orores. 
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Mpu taring The War Period 

Another important period in the history of railway en er- 
prise in India is between 1914 and 1921. During this period, the 
railways bore the strain of the war* There was financial embarrass* 
meat of the Government and capital expenditure on railways 
was reduced. Railway material could nob be imported from 
England and Oven the existing lines could not be maintained in 
good condition. The condition of the railways was, therefore, 
far from satisfactory and there were complaints on the part of 
passengers and traders of overcrowding and of lark of space. 

The relations between the Government and the guaranteed 
companies were regulated according to the following provisions 
during the first two decades of the present century:-- 

1. The lines were the property of the State nml the greater 
part of the capital belonged to the Government of India. It was 
either originally supplied by it or acquired by the Government 
on the termination of the old contracts. 

2. Funds for further capital expenditure were provided 
either by the Government or by the company, at the option of 
the Government and both parties received interest on their 
capital at a fixed rate. The surplus profits were divided between 
the Government and the oompanies in the proportion determined 
by their contracts. The share of the oompanies was a very 
small part of the total amount in most oases. 

3. All the oontracts were terminable at the option of the 
Secretary of State at the specified dates and the capital of the 
company became repayable at par on the termination of the 
oontracts. 

A The Government exercised administrative control on the 
managing oompanies. Under this control, the company was 
bound to keep the line in good working condition fully supplied 
with equipment. The Secretary of State might require the 
company to carry out tbe alterations and improvements that he 
thought necessary. He could also require the company to enter 
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fata agreements on reasonable terms and conditions with the 
administrations of adjoining railihefe fbf the *& nftri§ 

powers and for the interchange of traffic and rolling stock and 
the settlement of through rates. Be also retained powerto 
settle the alaatafioatiou of goods and to authorise maximum and 
minimum rates within which the companies had the right ter 
charge the public for carrying passengers and goods. 1 The com¬ 
panies had to heep accounts which were audited by persons 
appointed by the Secretary of State. Supervision and control 
wens exercised by the Secretary of State, who was empowered 
to appoint e Government Director to the Board of the Company 
with a power of ve to on all proceedings of the Board. All 
money received by the company had to be paid over to tbe 
Secretary of State and all expenditure required his sanction. 

Tn November 1021 the Government appointed the Acworth 
Committee to make recommendations with regard to railways. 
The immediate oause of the appointment of the Committee was 
the type of Action to be taken in connection with the East Indian 
Railway which was owned by the State and managed by the 
company. Its contract terminated in 1919, but it was extended 
np to 1924. The recommendations of the Committee can be 
considered mainly under three heads : 

(1) State Vs. Company management of railways in India. 

(2) Separation of railway finance from general finance and 

(8) Railway rates polioy. 

The Committee recommended State management of Indian 
railways. They pointed out that oompany management in the 
true sen4e of the word did not exist in the country because most 
of the railways were owned by the State, but managed by 
oompanies with a London domicile. Tbe capital investment in 
the railways belonged to the state and the companies managed 
theproperty which did not belong to them. Hence e ee ae t ay 
and enterprise could not be secured under oompany mah a ge» 
meat as tbe property managed by them wee not Mr own. The 
Government did net leave Initiative in the bands of the -com* 



TRANSPORT 


447 


ftp had powers of control over all important 
u^Attonfu companies could not break new ground in any 

direotioa ^rocepfc with the sanction of the Oovernment The 
Government could not take the initiative themselves and they 
were powerless to stir up a supine company. Thus progressive 
companies were hampered by meticulous Government control; 
but the Government were also unable to prevent injury caused 
to the economic development of the country by the unprogre^ 
siye policy of a company. The Mmurity of the Comm it tee 
recommended that management should be transience! to copt* 
panics to be set up in India to secure the advantages of corn* 
pany management. This was suggested because the main 
drawback the management of railways by companies up to 
this time was that the head offices of the companies managing 
the Indian railways weie located in Gondoti, From »uoh a great 
distance they could not manage the railways efficiently. Hence 
the minority made this new proposal. This was, however, not 
acceptable to the majority, because the Indian companies 
would have only a minority interest in the undertaking. The 
predominant partner would still be the State which would 
appoint half the director* nominate the chairman and retain its 
control. There was stilt to be the division oi lesponsibility 
between the Government and the companies and the management 
would be lacking initiative. Competent business men would not 
join the boards if their powers were limited. Hence the mere 
change in the domioile of the companies would not mend matters. 
It would not be jposaible to raise adequate capital with the help 
of Indian domiciled companies and this responsibility would have 
to fall on the Government. The Government would, however, 
be able to raise capital on more favourable terms if they them¬ 
selves managed these undertakings Moreover, company manage* 
ment would be unpopular in India in view of the past traditions. 
If cnpRat Were to be raised in India, the public would subscribe 
to tbs loans more readily if they knew that the railways were 
managed by the State. Even if foreign Loans were raised, the 
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credit of the Government of India w^uld be there to back them 
up. Moreover, company management in the past had ignored 
national interests, which could be better safeguarded under State 
management. Under the existing system the rested interests of 
the railways dotenmm-d their policy regarding the construction 
of new lines, which intei fcretl with pioper railway development. 
This evil could be avoid* d under State management and the 
grievances of the passengers and traders would also be better 
attended to. 

The policy of State management u&s accepted by the 
Indian Legislature and Indian railways were taken over by the 
Government under its management. As the contracts fell due, 
the railways concerned passed under State management. The 
Burma railways passed under State management from January, 
1929 and the Southern Punjab railway was purchased bv the 
State in 1930, The B. B. & C. I. and the Assam Bengal Kail- 
ways came under state management from 1st January, 1942 and 
from 1st January, 1943 respectively and other railways were 
subsequently taken over. 

Separation of the Railway Budget 

The Committee recommended the complete separation of 
the Railway Budget from the General Budget of the country and 
its reconstruction in a form under which a great commercial 
business would become free from the turmoils of a system 
“which assumes that the concern goes out of business on each 
31st March and recommences de novo on the 1st of April.” 
Under the old system the railways depended on the exigences 
of the General Budget for finance and they could not be run on 
sound lines. The separation of the budget would enable the 
railways to be conducted on business lines and the Government 
would also become free from the uncertainties of the old system 
under which the railway earnings were included in the General 
Budget. In accordance with this recommendation a resolution 
was adopted by the Indian Legislative Assembly on 20th 
September, 1924. Under this resolution the General Budget 
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was to be relieved from the violent flucinations caused by the 
incorporation therein of the railway estimate** The milway# 
would be aide to carry out a continuous policy and would make 
a definite contribution to (general revenue*. The following were 
the main provision* of the Separation Convention 

(!) The railway finance* shall be separated from the general 
finance* of the country, and the general revenues shall receive 
a definite annual contribution from railways which shall be the 
first charge on the net receipts of railways* 

(2) The contribution shall be based on the capital at 
charge and the working results of commercial lines, and shall he 
a sum equal to one per cent, on the capital at charge of commer¬ 
cial lines (excluding capital contributed bv companies and Indian 
States) at the end of the penultimate financial year plus one-fifth 
of any surplus profits remaining after payment of thia fixed return 
subject to the condition that if, in any vear, railway revenues 
flic insufficient to provide the percentage of one per cent, on th<> 
capital at charge, surplus profit- in the next or subsequent 
w*ars will not be deemed to have accrued for purpose* of division 
until such deficiency has bee.i made '.rood. 

The interest on capital at charge of, and the loss in woihmg, 
strategic lines shall be borne by general rev enues and shall conse¬ 
quently be deducted from the contribution so calculated in order 
to arrive at the net amount pv\able from railway to general 
revenues each year. 

(2) Any surplus revenue after this payment to general revc- 
nues shall be transferied to a railway reserve, provided Dial, ii 
the amount available for tmwfer to the rnilway lenerve exceeds, 
*n any* ear, 3 crorea of rupees, only two-thirds of the access 
over 3 wore# shall he transferred to the railway reserve and lla 
jemaining one-third shall accrue to general revenues. 

(4) The railway re-erve shall be usM to secure the payment 
pf the annual contribution to general revenue#; to provide, if 
necessary, for arrears of depreciation and for writing down and 
writing off capital; and to strengthen the financial position of 
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railways in order that the services rendered to the public may be 
improved and the rates may be reduced. 

(C) The railway administration shall be entitled eobjeet to 
such conditions as may be prescribed by the Government of 
India, to borrow temporarily from the capital or from the reser¬ 
ves for the purpose of meeting expenditure for which there is no 
provision or insufficient provision in the revenue budget, subject 
to the obligation to make repayment of snoh borrowing out of 
the revenue budgets of the subsequent years. 

The resolution provided for the constitution of a Standing 
Finance Committee for Railways from the members of the Legis¬ 
lature to oonstder the estimates of railway expenditure. It was 
also provided that the railway budget should be presented to the 
Legislative Assembly in advance of the General Budget and sepa- 
i.’.te days were to be alioted for its discussion and for voting on 
the demands for grants. 

A number of reforms were introduced after the adoption of 
the Separation Convention. A depreciation fund was instituted 
to which appropriations began to be made from revenue every 
year. Railways were enabled to plan their activities over a period 
of yean without interference from the Finance Department. 
The procedure regarding the financing of oapital works was libe¬ 
ralised. There was to be no lapsing of funds at the end of a 
financial year. As will be pointed out later, the Convention did 
not exactly fulfil its objectives and, therefore, a revised Convention 
had to be adopted in Id49, 

The Acworbh Committee also found the existing organisa¬ 
tion of the controlling authority to be unsatisfactory. The Rail¬ 
way Board constituted in March, 1905, proved to be inadequate 
to deal with current problems. The Committee recommended 
the appointment of a Chief Commissioner in whom was to he 
vested the responsibility of taking decisions on technical questions. 
He was also to advise the Railway Member of the Executive 
Council on matters of railway policy. There were to be a Finan¬ 
cial Commissioner and three other members to assist him. This 
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recommendation was given effeot to in 1922. 

Besides the reoonstitutioo of the Railway Board, the 
directorates were also reconstituted to relieve the members of the 
Railway Board of routine duties. A policy of decentralisation 
of powers was &1bo followed. Under this policy powers 
wete given to the Boards of Directors of oompany-managed 
railways and to Agents of State managed railways. The commit* 
tee also recommended the appointment of a rates Advisory 
Committee to deal with complaints regarding railway rates. The 
constitution of Advisory Councils at various centres was also 
suggested to provide opportunities to local interests to ventilate 
their views regarding public needs and conveniences. 

The period between 1930 and 1939* witnessed the great 
economic depression and the beginning of the second world war. 
New construction and investment was very little daring this 
• period. Only about 1,300 miles of new railways were added, but 
about 2,000 miles were lost on account of the separation of 
Burma. During the first seven years, the earnings fell to an 
average of about Rs. 05 crores and the operating ratio including 
depreciation, increased to 70 per oent. The ratio of net receipts 
to capital declined to 3'3 per oent. 

About Rs. 11 crores were withdrawn from the Railway 
Reserve Fund to meet interest charges and the contribution for 
19394 . 31 , Next year, Rs. 5 crores from the Reserve Fund and 
Rs. 4 crores from the Depreciation Fund had to be withdrawn to 
meet the interest charges and the contribution to the State was 
suspended. From 1932 to 1936 the net revenue was insufficient to 
meet the interest on capita), and the deficiency was made good by 
borrowing from the Depreciation Fund. By the end of March. 
1937, these loans reached a figure of Re^O‘29 crores and the 
contributions suspended came to Rs. 30*71 crores. Thus the 
depression nullified the financial arrangements of the Separation 
Convention. 

Efforts were naturally made to reduce the expenditure on 
capital and to introduce economies in working costs. Three 
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( oinm it fees weie appointed during the thirties to go Into all 
H^pects of railway woilring. Theie w. le the idilway Retrench¬ 
ment Subcommittee, 1931, the Pope Committee. 1934-35, and 
the Wedgwood Committee, 1937. The recommendations of these 
committees were adopted as far as was pis*ibh' to implement 
them. The Wedgwood Com nittee uiged the need for an ade¬ 
quate Depreciation Fund and suggested a normal balance of 
Its. 5H) crores. It further recommended thal the railways should 
build up a General It »ierve Fund from which inteiest ohaiges 
should be paid. The Committee also recommended a sunphfi i- 
tion in the procedure of the Railway Rates Advisory ComrnilUo 
which was appointe 1 in 1926 in respouse to the recommendations 
ol the Acworth CSoimiifttee. In 1936-37, the tide tinned, Jor 
theie was a surplus of its. 1,21 mores after payment of the 
interest charges. Thereafter, the position improved steadily 
from year to year. In 1939 40 the gross earnings weie only' 
Its. 111.6 crores, whneas the correspou ling figure for 1929 HO 
Mas Rs. 116.0H croitM. 

The period between 1940 and 1947 bears the imprint of 
Woild War II. At ei 1931 contributions to tlie General Reve 
lines could not be pud as tequi^ed under the terms ol the Con¬ 
tention before reply mint of the loans from the doprejiatio i 
fund. To gi\e hnan* ial relief to the Government, a moratorium 
tor the past liabilities was alopted. The financial outlook re¬ 
mained gloomy almost till the commencement of the war when 
leeeipts increased and not only the past liabilities were dis¬ 
charged but aUo substantial contributions were made to Govern* 
men!. Traffic earning* increased after 1939-40, till the peak 
was reached at Rs. 232.62 ccores in 1944 45, The net earning* 
lose strikingly from Rs. 32 crores to Rs. 79 crores in 1943-44 
and the surplus incased to Rs. 30.84 crores in that year. Tne 
terms relating to the payment of contraction to the Govern¬ 
ment were amended in 1943, under a Inch the amount was io 
he fixed annually by ad Inc auaogemeuve till the levised 
Couxention was adopted, 'J bough this pound was one ol 
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financial prosperity for railways, yet no development could tnfce 
place dmrjog this time. Locomotives and spare parts could not 
be obtained from abroad and a scheme for manufacturing them 
in India was not accepted by the Government. The Indian 
railway workshops were directed to produce munitions and the 
maintenance of rolling stock declined dangeiously, About WO 
miles of railways were dismantled and sent abroad along with 
rolling stock and locomotives. The teciuirem'jnfca of the masses 
increased but facilities were actually less than at the beginning 
of tin* war. r J here was overcrowding and <ongestxon of traffic. 
Then came the partition of the country, as a result of which 
the bulk of the X. W. R ulway an 3 of the Bengal Assam rail¬ 
way went over to Pakistan. There whs also a transfer of 
staff both ways as a result of which the Indian railway system 
was almost ou the verge of breakdown during the years 1947 
mid 1948. 

Between 1947 and 1930 a great improvement took place, 
A 1 uge number of locomotives were imported and steps weie 
t tken to overcome the limitations placed by the cn ailabilitv oi 
< mulling and wagon block. The Chittaranjan Looomotivi 
Woikshops began to be oonstiuctcd in 1948 and started working 
on 20 January, 1950. A railway wagon woikshop has been 
planned at Chidal near AbaneoJ. Agreement lidus also been jeacbed 
with a Swiss firm for setting up *,i eoaiiumg factory for producing 
coaches of modem design. Ttan^pnrl bottlenecks have been 
removed and there has been lelief in respect of overcrowding, 
though much more remains to be done. 

With effect from 1st January 194$ passenger faiee wen* 
standardised ever all Indian Government railway*) and a revised 
rates structuie was introduced from October, 1948. The moM 
rerun rkable feature of the system is that all rates have been 
made telescopic and the numerous exceptional rales which were 
in existence before were withdrawn, A large number of com* 
modMia was included in the category of goods earned at rail¬ 
way risk* The margin of diffexenoe between the ovinei\ ri«k and 
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railway risk rates was brought to reasonable limits usd the 
terminal chargee were standardised. The revision brought about 
a rise in the rates level. 

CONVENTION REVISED 

In response to tin report of a committee appointed for the 
purpose a revised convention was adopted by Parliament in 
December, 1049. Under the convention, the separation of rail¬ 
way from general finance will continue; but the relation win be 
so changed as to give the general taxpayer the status of the sole 
shareholder in the railway undertaking. General revenues will 
get a guaranteed dividend of 4 per cent, on the loan oapital 
invested in the undertaking as computed annually. The contri¬ 
bution to the Depreciation Reserve Fund will be at a minimum 
of Re. 10 crores a year. The rules regarding allocation of 
expenditure between capital and revenue will be modified. 
According to the modification, the full cost of replacement 
including the improvement and the inflationary elements in it 
will be charged to the Depreciation Reserve Fund. The ex¬ 
penditure on unremunerative strategic lines will be charged to 
oapital hut no dividend on the oapital funds so spent will be 
paid to geueral revenues. The expenditure on unremunerative 
projects up to Rs. 3 lakhs for improving operational efficiency 
will be charged to revenues, while the excess over 1U 3 lakhs 
will be charged to a Railway Development Fund which wilt be 
created for this purpose. 

The Revenue Reserve Fund will be utilised for ensuring 
payment of the prescribed dividend and for bridging the budget¬ 
ary gap, if any. A Railway Development Fund will be consti¬ 
tuted for providing amenities to passengers, for labour welfare 
and for financing projects which are necessary but Bureauner*- 
tive at the time of construction. The existing betterment fund 
will be merged in this new fund with this provision that for 
the next five years a sum of Rs. 3 crone per year sheu i d be 
made available from tbs new fond for expenditure m pMsenger 
The loan account should be separated from foe 
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Mock account. The former will represent the capital-at charge 
of. the undertaking and the latter will represent the assets of 
the undertaking whether financed front revenue or front loans. 

The basis of apportioning the surplus between Govern¬ 
ment and railways has been simplified. A programme for 
amenities for passengers and the formulation of a generous policy 
towards railway workers deserve to be noted. The increase in 
railway fares also deserves to be noted. The railways of the 
Indian States with a total route mileage of 7,560 were added to 
the Indian Government railways with the advent of the States 
into the Union. The entire Indian railway system is now central¬ 
ised under the oontrol of the Railway Ministry. 

Regrouping of Indian Railways 

Reference may be made to the plan of regrouping of 
Indian railways into six major administrative units in which 
there will be provision for efficiency, economy of operation and 
the eoonomio interdependence of contiguous regions. The 
scheme was released to elicit publio opinion in June, 1460. It 
may be mentioned at this Stage that the Kunzru Committee 
were not in favour of regrouping of the railways under the 
existing conditions, and it is diffioult to say if regrouping will 
promote the best interests of the country. 

Railways constitute a very important element in the 
economic development of India, They are now under one 
central authority and owned and managed entirely by the State. 
They constitute the largest blook of national capital, and give 
employment to about a million workers. In spite of die deve¬ 
lopments that have taken place in railways in the country, 
much yet remains to be done in respect of increasing the mileage 
to bring the country on a par with some of the industrially 
advanced countries of the world. Over crowding and congestion 
, of traffic still remain to be tackled. 

ROAD TRANSPORT 

In Ihdia road transport is not adequate bo meet the needs 
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tf the country. In 11143 the total mileage of metalled muds wa« 
about 9*5,054 of which the four important trunk roads accounted 
tor about 5,000. Subsidiary roads are better in Southern India 
than elsewhere and several parts of the country like Rajasthan, 
Orissa, etc., are ill served. In some places the population is 
sparco, in others there are water-ways which cannot be easily 
bridged and in some places suitable road materials are uot avail¬ 
able. Tn 1943 the mileage of Kachcha or unmetalled ruads in 
JBritMi India was 201,411 miles. They are suitable for vehicular 
traffic in the dry weather. 

According to the Agricultural Commission of 1928 there 
''ere HO miles of roads per hundred square miles of area in the 
t r . S. A. In India, on the other hand, there are only 20 miles 
of road* per IOO square miles of area. 11 ' 

In the middle of the nineteeth century ako the condition 
of road trans]>ort was unsatisfactory. The East India Louipiim 
did not take adequate interest in road making for it was h cur 
point ion mainly interested in commerce and trade. Individual 
administratoia like Lord William Bentinck took initiative in road 
eunstniction. The Grand Trunk Road which connects Peshawar 
with Delhi and Calcutta was constructed at his initiative. Road 
confrtmction in India began during the time of Lord Dalhousie. 
He took a keen inteiest m constructing railways and also roads. 
In 185o Public Works Departments were created in each province. 
Roads have also been constructed to serve as feeders to railways. 
TheJCiovernmeut had great financial interest in railways and 
roads were almost neglected. In the time of Lord Mayo ami 
Lord Ripon a policy of Local self-government wai enunciated 
under winch there was local control over local affairs. This acted 
a stimulus '<> the development of roads. AU these factors have 
been responsible for the construction of roads in our cvutoRy 
during the last one hundred years. The policy of road construc¬ 
tion is not pioceuding apace in our country. Many of the roads 
run parallel to the railways. Reference may be made to the four 

* bee Heport, I a a 299. 
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trunk roads which wer6 formerly marching routes for armies. The 
Grand Trunk Road has already been referred to. The other three 
connect Calcutta with Madras, Madras with Bombay and Bombay 
with Delhi nnd they run parallel to the railways. The number 
of roads connecting the villages with one another and with the 
mandies is very small. There is a heav\ traffic for transporting 
money crops over them as a result of which their condition is 
not satisfactory. Roads maintained by local bodies are unsatis¬ 
factory because of their limited resources. Local bodies have 
not been careful in keeping the roads in a satisfactory condition. 
In fact local bodies cannot maintain the roads in a satisfactory 
condition and they should be given over to the States. 

In India motor traffic has grown with great rapidity. It 
has caused a great strain on the main roads; but it has not 
affected the use of bullock carts for conveying the produce of the 
village^ to the mandies . Motor traffic has to play a groat part 
in carrying goods in the vicinity of large towns. India needs 
more 4 roads. According to the Agricultural Commission, trans* 
port is an integral part of marketing and the value and impor¬ 
tance of good road communications Las been appieciated in 
modern commerce every where. The condition of agriculture 
in the villages and the standard of living of the masses there can 
improve with the provision of good transport. This will lead to 
the substitution of commercial for subsistence farming. Improved 
road transport will also reduce the strain on the draught animals 
who are used in carrying the produce of the village in bullock 
carts. There will be great saving of time and many industries 
Will develop which are connected with the preparation of agricul¬ 
tural produce for export. Road improvement will also lead to 
the dispersal of industries in different places and the evils of 
boncentration will be avoided. The great forest wealth of India 
Will also be exploited with the help of suitable read transport, 
fin other words, roads will contribute to an improvement in the 
economic condition of our country to a great extent. 
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ROAD-RAIL COMPETITION 

In the near future it may not be possible to serve the 
country with adequate railways and, therefore, feeder roads 
will be necessary to connect the outlying pai is of the country 
with the main towns. Roads provide a great scope in this 
respect, although road construction also implies a huge expendi¬ 
ture; but railways are more costly for local traffic. Roads are 
more suitable for short distanco traffic both in relation to pas- 
sengers and goods. Climatic conditions in the country which 
cause heavy rainfall in a short period make the maintenauce of 
roads very costly. Nonetheless roads are more economical than 
railways, because they do not require the construction of 
stations, sidings, etc. The cost of maintenance of roads is 
borne to a great extent by the tax-payers, but railways them¬ 
selves have to pay for their entire expenses. For long distance 
traffic railways are less expensive beoause their running charges 
are smaller. In some places railways and roads are competitive, 
while in others they are complementary. According to the Royal 
Commission on Indian Agriculture, roads link the cultivators* 
holdings with markets and with the nearest railway station. The 
railways provide a connecting link between the centres of pro¬ 
duction and the consumers at a distance and between the ui&nu- 
facturers in the towns and the cultivators in the villages. Rail¬ 
ways cannot collect enough produce for transport without good 
and sufficient roads, and the best of roads cannot place the 
producer of crops in touch with the consumer.* Thus railways 
and roads are complementary though competition within limits 
cannot be avoided. Motor services have been started because 
the railways cannot meet the public demands in some respects. 
Competition between them has been beneficial from the point 
of view of the public in many respects. Road-rail competition 
became acute in the depression of the thirties when the railways 
lost a great deal. To meet this competition railways began to 
start omnibus services and shuttle trains, cheap return tickets 


* Sec Report, Page 312. 
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and the they began to give special facilities and concessions to 
the public* The Wedgwood Committee suggested several steps to 
meet the rail-road competition. They suggested faster passenger 
trains, better connection and improvement in the amenities for 
lower claag passengers. They suggested that Indian railways 
should develop traffic through booking agencies. In respect of 
goods traffic, the committee suggested better methods of hand¬ 
ling goods, simplification of clerical formalities aud the giving of 
facilities for collecting goods and giving deliveries. They were 
in favour of reducing fares to a great extent to meet the road 
competition. A policy of transport co-ordination is necessary 
to meet this competition. This competition is not peculiar to 
India, but is present- in European countries also. Duplication 
of the existing transport facilities should be avoided and road 
construction should be done in areas where adequate transport 
facilities are not available. There should be co ordination of 

transport in different areas. 

« 

The Mitchell-Kirkness Report of 1932 recommended the 
creation of a Central Advisory Board of Communications in the 
provinces. It recommended a better control of motor trans¬ 
port to make the competition fail. The Rail-Road Conference 
of 1933 suggested co-ordination between the authorities responsi¬ 
ble for different forma of transport. It recommended that 
railways should be permitted t^ operate motor services and 
monopoly of road transport service should also be granted to 
develop rural services and machinery should be created to 
secure co-ordination. The Railway Act was amended in 1933 
under which the railways were authorised to run motor services 
along with rail transport. A Transport Advisory Council was 
formed in 1935 to consider road policy for co-ordinating the 
various forms of transport. In 1937, the Department of Com¬ 
munications was set up in the Centre which took over railways, 
posts and telegraph, civil aviation, broadcasting, inland noviga- 
tion, ports and roads. 
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The Wedfwood Committee 

This Committee pointed out that road transport was not 
properly regulated by Provincial Governments. According to 
St, proper regulation of road transport was necessary not only in 
the interest of safety but also in the interest of road transport 
itself. It also suggested that railways should be protected 
against unfair competition. Roads should be regulated by 
provincial Governments in accordance with the principles for 
mulated by the cential Government. Restrictions on road 
transport may not be imposed which would hamper its develop¬ 
ment. Licenses should be given in response to public need so 
that road transport facilities may be available in a balanced 
manner. Fares and time tables of motor services should 
be regulated. A system of regional licensing for motor vehicles 
was recommended by the Committee and it was suggested that 
control should he rigorously enforced. Railways were to be 
permitted to participate in road transport. The Committee 
also emphaissed the need of v oluntary co-ordination between 
these two agencies. 

The Motor Vehicles Act of 1939 was passed to deal with 
motor transport. It aims at controlling transport vehicles 
which carry passengers or goods. The creation of regional 
transport authorities was provided for, and a Provincial Trans* 
port Authority for the whole province was to be constituted for 
co-ordination purposes. No person could be appointed a member 
of such a transport authority who had any financial interest in 
any transport undertaking. This authority was to issue permits 
for plying motor vehictep. The permit holders were to observe 
certain conditions, viz,, maintenance of vehicles in a reasonably 
satisfactory condition, the observance of speed limit* and avoid¬ 
ing overcrowding of passengers. The transport authorities were 
to keep certain facts in view in granting permits* They were to 
secure public safety and prevent unfair competition. The 
necessary control over road transport is vested in the provin¬ 
cial Governments. A permit holder is to maintain a regular 
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service and the regulating authority ia empowered to fix the 
minimum and the maximum rates for traffic on the roads. The 
Act also provided for compulsory insurance of motor vehicles in 
respect of third party risks. This provision came into operation 
from July 1946. The Act also provides that motor licences shall 
be valid throughout India, but a State can fix its own motor 
taxation. Those who apply for new licences have to pass a test, 

In April 1945, the Government of India made a demand 
to the effect that railways should ho able to start bus services 
on roads running parallel to railways, The Assembly wanted a 
statement of policy before granting this demand and the Govern¬ 
ment pointed out that they wanted to develop both forms of 
transport complementary to each other. They proposed to start 
joint motor Inis companies in which the provincial Governments, 
the railways and the motor owners would be shareholders. They 
were to be managed by a Board of Directors. This scheme was 
worked by several Provincial Governments and the Central 
Legislative Assembly appointed a Committee to enquire into the 
progress of lad-road co-ordination. It recommended that such 
companies should not be formed till popular ministeries were set 
up in the provinces. It appears that the policy of the Govern¬ 
ment appears to be to nationalise road transport, but no clear- 
cut policy on co ordination has yet been formulated. 

In the U. P. it is proposed to form nine joint stock com¬ 
panies to take over 140 of the existing routes and only passenger 
services are to be organised to begin with. 

Road Finance s The Indian Road Development Committee 
presided over by Shri M, R. Jayakar was appointed in 1927, lb 
observed that road development in the country was beyond the 
financial capacity of local governments and it should become a 
charge on central revenues because central revenues benefited 
through railway rates, customs and excise duties. Motor taxa¬ 
tion should include duty on motor splat, vehicle taxation and 
licence fees for vehicles which are iua on hire. The proceeds 
thereof should be spent on road development. Local bodies 
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cannot maintain the roads and therefore liberal financial assist¬ 
ance from provincial funds is necessary. The Committee also 
favoured the contribution by the railways towards the construc¬ 
tion of feeder roads. It considered road tolls as an obstruction 
to road transport, which might be financed through loans. This 
was the view of the Agricultural Commission. According to the 
Commission the annual amount required for the amortisation of 
provincial loan3 raised for financing village roads would not be a 
heavy charge on the resources of the provinces. The view of 
the Jayafcar Committee was that the appropriateness of raising 
such loans should depend upon the circumstances of each local 
Government. The Committee did nor favour the idea of finan¬ 
cing large schemes of road expansion by loans, because provin¬ 
cial revenues would be mortgaged for a long Lime for meeting 
the oharges on such loans and other departments would suffer. 
The view of the Committee was that loans should be utilized 
only for construction or reconstruction and only short period 
loans Bhould be raised. They should be raised in such eases 
where revenue was anticipated for meeting the interest and 
sinking fund oharges and also for meeting the cost of maintain- 
ing those roads. 

The new road policy was put into force in the form of a 
Convention in 1929 according to which the increased duties on 
motor spirit were to be maintained for five years in the first 
instance to ensure continuity in road programmes. The proceeds 
of the add : tional duty were to be allotted as a block grant to be 
spent on road development and to be maintained in a separate 
road development account. The unspent balanoes were not to 
lapse at the end of the financial year. Ten per cent, of the annual 
grant was to be retained by the Government of India as a reserve 
from which grants were to be made for projects which were be¬ 
yond the resources of local governments. The remainder was to 
be allotted among the provinces ‘in the ratio which the consump¬ 
tion of petrol in each province bears to the total consumption in 
India’ in the previous year. Each province was to get grant for 
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schemes which were approved by the Governor-General-in Coun¬ 
cil on the advice of the Standing Committee for Roads. Such a 
Committee was to be constituted every year, consisting of mem¬ 
bers of both the Houses of the Indian legislature. Proposals for 
expenditure from the annual grant or its accumulated balance 
were to be approved by the Finance Sub-Committee. This con¬ 
vention was to remain in force for five jeans. 

A certain amount of co ordination between the provinces 
and the centre has been rendered possible through Road Confe¬ 
rences held b> the Government of India and the local govern¬ 
ments. Their representatives meet from time to time and dismiss 
matters of common concern. 

The Convention referred to above ended in 1933-34 and in 
the later year the road aooount was made more or less perma¬ 
nent. The reserve to be retained by the Government of India 
was increased to 15 per cent, to meet the needs of the Iosb deve¬ 
loped provinces. A new road Resolution was passed in 1937 by 
the Central Legislature according to which the Governor General- 
in-Council was to retain the shares alloted for expenditure in the 
Governor’s provinces till they were required for expenditure. The 
idea was that money might be promptly utilized. The Central 
Government could resume the amount of money which it held for 
expenditure in any province, if the province concerned did not 
utilise its share m the road fund for road development in proper 
time. The Governor-General-in-Council was empowered to 
resume the share of a provinoe, if the province, did not take the 
necessary steps for regulating and controlling motor vehicles. 
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WATER TRANSPORT 

Water Transport plays an important part in the economic 
development of a country. There are inland waterways over 
which goods are moved inside a country cheaply and economi* 
cally and there is marine transport. In India there are about 
26,000 miles of navigable rivers. Several rivers of Northern India 
are navigable by steamers throughout the year for hundreds of 
miles above their mouths. The rivers in the South do not, how¬ 
ever, lend themselves to navigation because of physical and cli- 
matio conditions. Some of them, the Mahanadi, the Godavari 
and the Krishna are navigable in their upper reaches, but the 
traffic on them is not large. Inland navigation was resorted to 
in India in ancient days also and important commercial centres 
like Mirzapur were situated on the banks of the Ganga. Inland 
water transport received a set-back in India after the establish¬ 
ment of the r ailways. The vested interests of the railways pre¬ 
vented waterways in the country from receiving the attention 
that they deserved. Schemes of utilizing the canals were put in 
the nineteenth century which oould be combined with irrigat'on. 
The construction of navigable canals at that time appeared 
attractive because railways were a losing conoern; but when they 
began to earn profits the enthusiasm was lost. To-day there are 
only a few navigable canals in the country. The irrigation canals 
are not suitable for navigation and the two types cannot always 
be combined together. Irrigation canals are shallow and ciroui- 
tous in their routes, while navigation canals must be deep and pass 
through industrial centres to attract business. There is large 
scope for the extension of inland navigation in India. The view 
of the Industrial Commission was that the railways and 
waterways administration should work in co-operation in parts 
of the country Berved by both. The development of inland 
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waterways would relieve congestion on the railways. The National 
Planning Committee of 1938 laid emphasis on the development 
and control of rivers and waterways through provincial and inter* 
provincial Commissions for the benefit of industry and agrioui* 
tore. The Central Waterways Irrigation and Navigation Commis¬ 
sion is oarrying out investigation into the possibility of extend¬ 
ing inland navigation by constructing new waterways or by 
repaying the old ones. 

Inland water transport has not made muoh progress in the 
country. At the beginning of the present century, the total 
length of canals open for navigation was about 3,900 miles. The 
mileage had increased to only 4,205 by 1935. The number of 
boats, plying early in the present century, was about 208,000, 
This number increased only slightly before World War II. Ori¬ 
ginally, the tonnage of goods carried was 2*2 million tons in 
1936-39. 

MARINE TRANSPORT 

India with a ooast line of over 4,000 miles occupies a veiy 
important position in respect of marine transport. Up to the 
beginning of the nineteenth century India was an important sea¬ 
faring country and ship buih'mg was in an excellent condition. 
In the Moghul period the great bulk of commerce in the 
Indian seas was carried in ships built in India. India also had 
great passenger ships which were muoh larger than in any con- 
temporary European country leaving the Protuguese ships. The 
advent of the iron-built ships deprived India of her advantage in 
respect of timber. The growth of mechanised ooean transport, 
the jealousy of British shipping interests and the existence of 
the British Navigation Acts, all contributed to the decline of 
Indian shipping. 

The total value of our coastal trade in 1937-38 was about 
Bs. 87 orores. The value of India’s sea-borne trade in mer¬ 
chandise and treasury was about Rs. 639.85 orores in the inter¬ 
war period. The total value iu 1944- 45 was about Rs. 429 
orores. The share of Indians in the coastal trade is about 25 
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per cent, and in the oceanic trade it is about 4 per cent. 
The coastal trade of India is controlled by a Conference of large 
British navigation companies. Between 1901 and 1925, these 
companies earned over 20 per cent, on their paid-up capital. 
They have made organised aud successful attempts to supress 
Indian shipping enterprise by various methods. 

Harassment by Port Authorities 

Firstly, some of the port authorities harassed the Indian 
lines with a view to deprive them of passenger traffic. Steamers 
of foreign lines were often berthed on the berths allocated to 
Indian ships. The traffic booked by the Indian lines would thus 
be carried away by the foreign ships. This involved the Bengal 
♦Steam Navigation Company into heav}^ losses and compelled it 
ultimately to go out of existence. The Bombay Port Trust 
arrested one of tho steamers of the Indian Co-operative in 1933- 
36 for non payment of the charges due to the Trust and the pay¬ 
ment that was offered to help the steamer to sail in time was 
not accepted. * 

Freight War 

Another deadly weapon used by the British shipping com¬ 
panies was the freight war. India had built up a flourishing 
trade in yarn with China. The P. & 0. raised the rates of 
freight on yarn by nearly 250 to 300 per cent. The Talas decided 
to start a line to carry yarn to China. The P, & O. reduced the 
freight rate on yarn from Rs. 10 to Rs. 1/8/- with the result 
that the Tatas disappeared from the scene and the rate was 
again raised to Rs. 17 by the P. & O. Thus that Indian House 
was prevented from establishing an Indian shipping company 
and the flourishing trade in yarn of India with China was also 
ruined. This weapon has been used by the British shipping 
interests several times during the last 50 years. In 1921 the 
British companies brought down the rate of ft eight on fiee from 
Rs. 18 to annas 6 as against the ISeindia oompany, Again in 

* Sec an account of Indian shipping by M. A. Master in the Commence 
Annual of December 1950, page 1V 02. 
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the thirties the B. I. reduced the passenger fare from Rs. 10 to 
Rs. 4 when the Bengal Burma Steam Navigation company, an¬ 
other adventure of Indians, started passenger steamers between 
Chattngong and Rangoon. In 1934, the rate on rice was reduced 
by the Asiatic from Rs. 14 to annas 8 per ton. In this way, the 
British shipping interests dominated the scene and the national 
enterprise was not allowed to come into existence. 

Policy of the British Government 

The policy of the British Government throughout the 
period was to extend all patronage for the British shipping 
interests. Whether it was the carriage of stores in the overseas 
trades or in the coastal waters, whether it was the oarriage of 
passengers or of materials, all patronage was given to the British 
lines. In 1920-21, the Scindias were denied the right even to 
quote for the carriage of coal of nearly a million tons from 
Calcutta to Rangoon. Government servants and non-officials 
travelling on Government account had to patronise the vessels 
of the P. ft O. * 

Deferred Rebates 

The deferred rebate system was another method utilized 
by foreign shipping interests to kill Indian enterprise. Cargo 
owners were given a rebate, the payment of which was post¬ 
poned for six montlis,if they continued to confine their shipment 
to vessels belonging to members of the conference. This system 
is intended to ensure the continued loyalty of the shippers to the 
Conference and it deprives them of freedom in shipping their 
goods through the vessels of non-members. The Indian Fiscal 
Commission strongly recommended legislation against this 
system. It was pointed out on behalf of the British interests 
that this system aota equally powerfully against new competi¬ 
tors of every nationality, but the fact is that it has been a great 
disadvantage in the way of development of Indian enterprise. 


* See Ibid. 



408 


EVOLUTION Of INDIAN ECONOMY 


Undeveloped Pent 

Several porta on the coast were kept undeveloped by the 
British shipping interests to the disadvantage of Indian eco¬ 
nomy. Pof instance laige steamers were never berthed at 
Kathiawad porta. The consumers were exploited, for one line 
carried goods up to Bombay and the other line oarried 
them from Bombay to Kathiawad ports. The Soindia Company 
tried to prevent this exploitation and it had to face a deadly 
freight war in 1021 1023 at the hands of the B. I, It incurred 
a loss ol over a orore of rupees to open up the ports 
of Kathiwad to carry rice, sugar and coal direct to that part of 
India and the grant of proper and legitimate facilities to Indian 
industries to help them to send their products to Indian ports 
by sea was possible only when Indian shipping enterprise came 
on the scene. The credit for it goes to the Scindias who helped 
the adjustments in freight rates to be made so as to enable the 
Tata Steel Company to send its products from Calcutta to 
different parts of India by sea for the first time. Thus national 
shipping alone can take effective measures to enrich the national 
economy of India. It were the Scindias who gave a lead to 
Indian enterprise. Several small steamship companies came 
into existence after 1925. The B. I. wanted to kill them by 
freight war; but the Soindia company refused to be a party to 
such a step The matter was referred to the arbitration of the 
Government of India and the award of 1035 given by Sir Joseph 
Bore, the then Commerce Minister of the Government of India, 
rendered it possible for the small Indian shipping companies to 
run their own Bteamers on the West Coast of India and carry 85 
per cent, of the trade in their own Bhips. 

The Soindia Company was established in 1019 and it lost 
several lakhs ol rupeeB as a result of the freight war to exist in 
home waters, tt had to oombine trading with shipping and 
helped the Indian industries. There was an agreement in 1928 
between it and the B. I. under which the Indian concern had 
to give up the right of running ships in the overseas trade of 
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India, where it had berthed more than 75 ships and carried 
nearly 4 lakh of tons of cargo. It had to limit the tonnage 
which it could ply even in the home waters. The Scindia Com* 
pany had to surrender its right of running ships in the overseas 
trade of India again in 1935 when it decided to start a new 
shipping company for running fast passenger steamers between 
India and England. The Government, however, maintained that 
as the Scindia company had signed the agreement with the 
British India Company under which it had agreed not to run its 
vessels in the overseas trade of India, that agresment was binding 
on all Indians during it6 ourrency. Hence Indians were debarred 
from participating in the overseas trade of India so that the 
vested interests of the British shipowners might be preserved. 

It is necessary to give help to Indian shipping. India 
possesses facilities for shipping and ship building. In countries 
like Japan, America and Germany powerful mercantile marines 
were built up in a short period of time largely through 
State intervention. The Maritime supremacy of England is 
due to the Navigation Acts which were in operation for 200 
years before they were repealed in the middle of the nineteenth 
century. In the past as indicated above, the Government dis- 
couraged Indian shipping enterprise. In 1923, the Indian 
Mercantile Marine Committee was appointed which recom¬ 
mended the establishment of a training ship at Bombay for 
providing training facilities to Indian officers. This recom¬ 
mendation was accepted by the Government and the Royal 
Indian ship ‘Dufferin' was set up for this purpose. The Com¬ 
mittee also recommended that arrangement should be made for 
the training of marine engineers at engineering colleges and 
that the coastal trade should be reserved for licenced shipping 
companies. The Committee also recommended bounties to be 
given to Indian shipping companies in respect of overseas trade. 
Many other recommendations were also made by the Committee. 
The Government accepted only one recommendation, namely, 
that relating to the establishment of the training ship. 
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In September, 1928, Mr. Haji moved a Bill in the 
Assembly for the reservation of coastal traffic. Under the 
provisions of the Bill, 75 per cent, of the stock was to be vested 
in British Indian nationals and 75 per cent, of the number of 
members of the managing firms of a joint-stock company, the 
chairman of the board of directors and 75 per cent, of the 
directors of the board were to be British Indian subjects. 75 
per cent, of the voting power was to be in British Indian hands. 
Licences were to be given for plying ships in the coastal trade 
of India and the coastal traffic was to be reserved gradually 
in period of five years. This principle has been followed in 
other countries also. The Government of India, however, 
decided not to move in the matter until the whole question of 
discriminatory legislation and of commercial relations between 
India and Great Britain had been decided by the Bound Table 
Conference which was then in session. The Committee of the 
Round Table Conference recommended the inclusion of the 
following in the report of the Sub-C'ommittee: 'At the instance 
of the British Commercial Community the principle was generally 
agreed to that there should be no discrimination between the 
rights of the British mercantile community, firms and companies, 
trading in India, and the rights of India-born subjects, and that 
an appropriate convention based on reciprocity should be enter¬ 
ed into for the purpose of regulating these rights.’ 

In February. 1929 another bill was introduced by Mr. 
Haji for the abolition of the deferred rebate system. This bill 
was introduced to ensure a fair business among the Indian 
shipping companies. It would also do away with the monopoly 
of British shipping companies. It was opposed by the Commerce 
Member on the ground that it would not stop the rate war and 
that it had been helpful in securing a regular service and 
stability of freight rates. Under the provisions of the Govern¬ 
ment of India Act of 1935, discrimination against Britiab ship* 
ping companies operating in coastal waters was not permitted. 
In 1937, a new Coastal Traffic Bill was introduced in the Indian 
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legislature whose object was to regulate unfair competition in 
coastal waters in respeot of the grant of rebates. The bill 
authorised the Central Government to deal with unfair compe¬ 
titive methods in ooastal waters by fixing rates of fares and 
freight for carrying passengers and goods. Lower rates than 
those fixed by the Government were declared to be an offence. 
The bill was opposed by the Government of India in that it was 
unnecessary. Thus several attempts made to develop Indian 
shipping could not succeed. During the war, the fleet of the 
Indian shipping companies rendered useful servioe in carrying 
men and materials needed for the war and in protecting the 
coasts of India. When Burma was attacked by the Japanese 
the Soindia company broughl over 65 thousand Indians from 
Burma to India in 1941-42. The Second World war brought 
home the need of a powerful mercantile marine for protecting 
national economy and for securing national defence. If there 
had been a merchant fleet in India, lakhs of people would not 
have died in the Bengal Famine for want of food. 

The year 1B44 is an important landmark in the history of 
Indian shipping. A Shipping Policy Committee was appointed 
whose report waB submitted in 1947 and the Government of 
India announced that they would give such help to Indian 
shipping as was given by countries like America and Britain. 
They would also do their beHt to enable Indians to carry cent 
per cent, of their ooastal trade, at least 75 per cent of the trade 
with adjacent countries and at least 50 per cent, of the trade 
with foreign countries. TJp to the year 1946 Indian shipping 
was confined to the coastal trade. In 1937, for the first time, 
the Soindia ships carried pilgrims to Jeddah. In 1947 the first 
regular line was set up between India and America and in 1948 
a regular service was opened between India and the United 
Kingdom. At present 19 (1950) Indian shipping companies are 
in existence which are controlled and managed by Indians. 
Free India needs a navy of defence to protect its coasts and its 
trade. Hence the Government of India have announced that 
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the minimum target of Indian shipping should he to build up 
2 million tons of Q. R. T. during (he next five to seven years, 
that is, tonnage owned, controlled and managed by the people 
of the oountry. 

The main achievement of Indian shipping during the war 
Was the establishment of a ship building yard at Vizagapatam by 
the Soindia company. Five ships built in that yard have been 
put under commission and three more are under construction on 
behalf oi the Government. Ship building is vital for the defonoe 
of India and it is, therefore, necessary that top priority should 
be given to it in any plan that the Government might evolve 
for building up the basic industries of India. It has to be re¬ 
membered that 40 per cent, of the ships of Indian shipping 
companies are very old and they will, therefore, have to build 
or aoquire about 30 ships during the next five or seven years, to 
maintain their trade. The reservation of the coastal trade of 
India will require an equal number with a tonnage of about 2 
lakhs G. R. T. to handle the coastal trade of India and to 
participate in foreign trade. Thus about 76 ships have to be 
constructed in the next seven years and sold on a price equal to 
the cost of construction in the United Kingdom. The Govern¬ 
ment should, therefore, evolve a plan for this purpose. Then 
only the existing difficulties will be removed and the ship 
building industry of the country will be put on a sound foot¬ 
ing. In the initial stagcB, the Government should give some 
construction bounties also for the building of ships. The 
target before the country is to build up 2 million tons of 
shipping in the next seven years. The task is onerous and the 
difficulties are great; but it has to be remembered that over 
Rs. 20 crores of capital have been invested in this industry 
sinoe 1944 and the tonnage has gone up to 3,50,000 G. R. Tons. 
Coastal trade is now reserved for national ships which will 
require an additional tonnage of about 2 lakhs. The Govern¬ 
ment import foodgrains and they have the patronage for the 
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carriage of a huge quantity of general cargo of about 6 to 8 
lakhs of tons with them. The annual freight bill on food grains 
comes to about Re. 15 oroies and on the general cargo it 
amounts to Rs. 4 to 5 crores per annum. The Government 
should, therefore, take effective steps to implement its shipping 
polioy with oourage and decision so that the shipping of India 
may improve to adequate dimensions and India may occupy her 
rightfill place among the maritime nations of the world. 



CHAPTER XXXVII 
LABOUR PROBLEMS IN INDIA 

Labour problems are assuming a great importance in 
Indian economy. Large scale production is growing in the 
country and the number of workers is increasing, It is evident 
from the fact that the number of factories, seasonal and non' 
seasonal in 1929 was 7,153 and the number of workers employed 
in them was 14,55,092. The figures for 1947 show that the 
number of factories increased to 14,093 and the number of 
workers to 29,30,568. Between 1929 and 1939 there was an 
increase in the number of factories by 46 per cent; while employ¬ 
ment increased by 20 per cent. This was perhaps due to the 
fact that the Indian Factories Act of 1934 brought a number of 
small factories for the first time under its control. During the war 
period between 1939 and 1945 employment increased by about 50 
per cent, while the increase in the number of factories was about 
40 per cent. only. Taking the entire period between 1929 and 
1947 the number of factories increased by about hundred per 
cent, while employment increased by about 50 per cent. The 
number of workers employed in mines covered by the Indian 
Mines Act in 1929 was over 2$ lakhs, which in 1947 increased 
to over 4 lakhs. The number in Assam Tea plantations was 
4,84,000 in 193 B -39 which came down to 3,84,505 in 1916-47. 
The number of persons employed in Class I railways increased 
from 6,41,000 in 1938 39 to 8,28,908 in 1947 48. Thus taking 
factories, mines and railways the total number of workers 
employed in 1939 was 28,76,000 which in 1947-46 increased to 
34,44,000. That means between 1939 and 1947 employment in 
these organised industries increased by about 25 per cent. * 

Thus labour problems are gaining in importance in India. 
Labour unrest is also growing owing to the increased cost of 
living and labour is organiaing itself to safeguard Hb interests, 

* These figures are ba?ei on the InJian Labour Year Book, 1947-48. 
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The labour movement in our country is linked up with the inter¬ 
national labour movement, for the representatives of Indian 
labour attend the International Labour Conference. The Govern¬ 
ment recognise the importance of labour problems. This is 
evident from the fact that tiro labour Commissions have been 
appointed since 1030, namely, the Royal Commission on labour 
in India, 1930 and the Rege Committee during the war. A mass 
of labour legislation has grown after the appointment of the 
Whitley Commission of 1931 whose recommendations have exer¬ 
cised a powerful influence on the course of lalanir legislation in 
India. The Government are giving a great importance to labour 
problems in their policy. They accepted the lesolulion of the 
Industries Conference of December, 1950 which stated;— “...The 
system of remuneration to capital as well as labour must be bo 
devised that, while in the interests of the consumers and the 
primary producers, excessive piofita should be prevented by 
suitable methods of taxation and otherwise, both will share the 
product of their common effort, after making provision for pay¬ 
ment of fair wages to labour, a fair return on capital employed 
in the industry and reasonable reserves for the maintenance and 
expansion of the undertaking.” 

In their statement on industrial policy issued in April 1948, 
the Government of India proposed to establish a machinery for 
advising on fair wages, fair remuneration for capital and condi¬ 
tions of labour. They were also to take steps to associate labour 
in ail matters concerning industrial production. India was re¬ 
cognised by the League of Nations as one of the first eight coun¬ 
tries of industrial importance in the world. The Union and State 
Governments are giving great importance to labour welfare work 
and to the regulation of labour conditions. 

Referenoe may be made to several aspeots of industrial 
labour In out country. One of them relates to the migratory 
character of labour. Indian labour does not constitute a 
permanent labour class of industrial workers as is the 
ease in Western countries. In other industrial countries, workers 
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constitute a permanent labour class brought up in the towns 
where they are employed. According to the Royal Commission 
on Labour in India, "it is here that we strike perhaps the mpst 
fundamental difference between the Indian factory workers and 
the corresponding class in the West. The latter is drawn mainly 
from persons brought up in the towns, and partly from those 
who have abandoned the country for the towns. Indian factory 
operatives are nearly alJ migrants.”* 

Even this migration from the rural areas to the factories 
is not main*y a permanent exodus, but it is a temporary transfer 
and the worker regards his village as his permanent home where 
he ultimately resides after retirement. According to the Indian 
Labour Year Bock, 1047-48, India still lacks an industrial 
proletariat in the accepted sense of the terra and workers 
employed in most industries cannot claim as their home town 
the place in which they work, j This does not, however, mean 
that they are merely birds of passage. They migrate from 
their home towns to industrial areas in search of employment, 
but oontinue to keep contact with their village homes. 

It should not, however, be suggested that the Indian 
factory worker is essentially an agriculturist. An approach to 
the labour problems with this idea in view will be a very wrong 
approach. The primary fact is that the great majority of the 
workers are at heart villagers; they have had in most cases a 
village up-bringing, they have village traditions and they retain 
some contact with the villages. This does not necessarily mean 
even that they are all drawn from agricultural classes. There 
are many people in the village whose occupation is not pgp 
manly agriculture and may not be agriculture at all. Many 
industries like the railway workshops, the tanneries, etc., con¬ 
tain workers who look back rather to village crafts than to 
village fields. But agriculture has naturally supplied the bulk 
of the industrial population of the country. Some factory 

* Sec Report, page 11. 

1 See Report, page 23, 
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worker returns to the village after industrial employment as 
often as he can. He looks forward to a time when his 
work in the factory will be over and he can return to the village 
lor good. 


Gantts of Ducridoo 

fswTr“ " * 

Migration from the villages to the towns is duf to iii§gy * 

causes. The number pf persons employed in agriculture is na^oh 
greater than can be supported by this industry, and the pleasure 
on land is continuously increasing, ^be number of lances* 
labourers ;s increasing and they are in search of employment. 
Sometimes when a copneotion is established between a factory 
and a particular village or group of villages, recruitment will 
OO fttfrum from them. The improvement of communications and 
t|>a growth of jj^ustry subjected the village craftsman to com¬ 
p acti o n. The latter, therefore, migrated to industry. Weavers 
fg the testily mills are drawn from families who, for generations 
previously, worked pn handlooma. 


Social disabilities in the village also drive the workers to 
industry. Pwsonaof the lower castes feel many disabilities in 
tinr villagrto escape which they migrate to industries. Few 
jeiHatdni workers would' remain in industry if they could 
sftMin sufficient food and clothing in the viUage. As the Royal 
Commission on Labour in India put it, ‘‘They are pushed* not 
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pulled to the city.” * 

Connection with die village 

Hence they try to retain contact with their villages. In 
many cases, the joint family system serves to keep this con¬ 
nection alive. It is not always possible to find employment for 
women and children in factories. They are. therefore, left in 
the village. The village offers intermittent work for every one, 
even for small children. Even where migration has resulted 
from the precarious character of the yield of land, there are 
obvious economic advantages in retaining interest in it. The 
environment of the factory in which they work and live is also 
responsible for the desire of the factory workers to maintain 
village conne(t ons. 

Effects of Migration 

Migration produces many effects. The worker comes to an 
environment which is strange to him. There iB a great contrast 
between hie village home and factory life. Customs may be 
different and different language may be spoken in the industrial 
town from that spoken in his village home. The worker is also 
subjected to strict discipline in the factory. The first fact to 
be noted is that the industrial worker is living in an environment 
which is strange to him, and the contrast between his original 
home and the place of his work may be tremendous, 

Secondly, his heaibh is also subjected to severe strain. The 
climate to which he is accustomed may be radically different 
from that in whioh he has now to live. The climatic differences 
between the Deccan Plateau and the island of Bombay, or Uttar 
Pradesh and Bengal are striking. Side by side with the change 
in climate he has to face a change in diet. There are additional 
dangers from sickness and disease. These are enhanced by the 
fact that many men are living singly although most of them are 
married. In (he new environment the worker becomes accus¬ 
tomed to the habit of drink and gambling, because few healthy 
modes of recreation are open to him. He has to put in oonti- 

• See report, page 16. 
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noons work in factory which causes a strain on his mind. For 
ajl these reasons, the labour force in individual establishments 
constantly changes. There is a continuous turnover of workers 
many of whom are new to the particular factory and to its 
machines and methods of working. Consequently, there is 
loss of efficiency which works to the disadvantage both of labour 
and capital. A large turnover of labour is a serious obstacle in 
the way of establishing contact between employer and employed 
and of building up a sense of co operation. The worker who 
comes back to the factory after remaining in the village has no 
guarantee of re employment on his return. 

The above are the disadvantages of the migration of 
workers from the village to the industrial town; but the mainte¬ 
nance of the contact with the village has advantages. Firstly, 
the workers coming from the village have a better standard of 
physique than can be built up in industrial towns. The 
holidays which workers enjoy in the village are a great source of 
strength of mind and body, and the combination of urban and 
rural life brings a width of outlook which is lacking in a purely 
urban population. To maintain contact with the village gives 
some kind of home to the worker in case of need. The worker 
may go back to his village, when he loses employment or falls 
ill or is involved in strikes and lockouts. In other words, the 
hardships caused by such difficulties are mitigated for the 
workers who maintain village connections. According to the 
Royal Commission on Labour in India, “in the present cir¬ 
cumstances, the link with the village is a distinct asset and the 
general aim should be, not to undermine it, but to encourage it 
and, so far as possible to regularise it.”* 

Scarcity of Labour in Industries 

In the past there has been a scarcity of labour in Indian 
industries* This can be traoed to a number of factors, of which 
* the most obvious was the growth of Indian industries. Orga¬ 
nised industry in India grew in the beginning of the present 


* Ace Report, page 20 
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connection4 had been established. Finally, conditions in most 
centres were not such as to attract labour or to retain it. 
Though they are improved today, yet they are far from ideal. 
Now communications are improving and the spread of know¬ 
ledge U opening up new grounds for fdbure recruits, while the 
pressure on the land is not declining and the conditions in 
factories are generally improving. There has been a groat 
improvement in labour conditions since 1920 by legislative and 
other methods. Labour welfare and housing are improving. 
Improvement in these directions should remove the scarcity of 
labour for Indian industries. 


Recruiting of Labour 

Formerly when there was labour shortage the employer 
used to send contractors to the villages to bring labcur from 
there to the towns. This system was prevailing in th$W 
plantations, mining and some seasonal factories and induatnes; 
but now the perenriial factories can get wS&^irs at their mitt 
gates, in many industries, contractors are sti!| emgloy^lo 
recirtiffc workers! Tlie dutj of recruiting the worsen Is* liffl Isy 
the employer to intermediaries, and specially to joSbeii. The 
jobber is promoted from the lowest ranks and*he terbspdttsibte 
for the supervision of labour while at work. He also acts as 
assistant mechanic and he gives technical training to the worker. 
The worker is dependent upon him to secure a job and-to * 
maintain it. Many jobbers give loans to the Workers and also 
provide housing accommodation on rent for them. The jobber 
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ilfiib Adtfc as an Intermediary between employer and! employee* 
It H to the Jobber that the employer generally goes when he 
wiift&B to notify a change to the workers. He looks to the 
jobber for information regarding the needs of workers. All 
information Is conveyed by the manager to the workers through 
the jobber. The jobber therefore, takes advantage of his 
position. He charges bribes from the workers. The Women 
jobbers are more tyrannous in this respect. A large labour 
turnover is due to this factor also. Henoe the Royal Gi 
mission on Labour in India recommended that the jobber should 
be excluded from the employment and dismissal of labour and 
hi his place a labour officer should be employed wherever the 
hcale of the factory permits it. He should be subordinate only 
to the general manager of the factory and the main qualifica¬ 
tions which should be expected from him are integrity, 
personality, energy, the gift of understanding individuate and 
linguistic facilities. The labour officer should engage the 
workers and lie should be in charge of their dismissal and it 
should be His business to see that no employee is discharged 
without adequate cause. 

In Uttar Pradesh the Government is now providing fAeili- 
ties for the training of labour officers, who are employed in mills 
and who are responsible for the functions which were recommen¬ 
ded to be alloted to them by the Royal Commission on Labour 
in India. This system is also being followed elsewhere, 

Employment Exchanges 

Employment exchanges are institutions or bureaus through 
which employers can recruit the workers. The establishment of 
these exchanges was not looked upon with favour by the Royal 
Commission on labour in India. According to the Commission, 
such a bureau would not provide any index to unemployment 
and it would also not be able to maintain accurate registers of 
the unemployed. Such a bureau could only increase the mobi¬ 
lity of labour, but it cannot affect the volume of unemployment. 
It would not be in a position to offer an appreciable number of 
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vacancies unless employers were compel ed to recruit through It 
and the Labour Commission did not regard it practicable to in* 
troduee this compulsion. According to the Commission it would 
not be wiBe to start employment exchanges at a time when most 
factory workers could find sufficient labour at the gates. 

The organisation of employment exchanges was set up 
several years back when the Government of India instituted the 
directorate of employment exchanges under the Director 
General-of-Resettlement and Unemployment. This organisation 
was originally set up to find employment for the ex-services per¬ 
sonnel and discharged war workers The following were its 
functions. 

(a) To supervise, integrate and direct the work of employ¬ 
ment exchanges; 

(b) to collect and maintain statistical data regarding to 
number of persons likely to be demobilised and the employment 
opportunities likely to be available and all other relevant inforrna 
tion on employment; 

(o) to maintain a register of card indices of demobilised per¬ 
sons for planning and other statistical purposes; 

(d) to arrange training and refresher courses for the mana¬ 
gerial and office staff of the employment exchanges; and 

(e) to tap all available sources and explore new venues of 
employment for demobilised persons. 

The scope of this organisation has since been extended to 
meet the needs of all categories of persons in search of employ¬ 
ment, At the end of 1947 theie were 53 employment exchanges, 
consisting of 7 Regional Exchanges and 46 sub-regional exchan¬ 
ges. Sinoc 1947 the work of the Centra) Exchange at New Delhi 
was transferred to the Regional Exchange at Delhi. The former 
was converted into an inter provincial clearing house to balance 
the supply of end demand for labour within the various regions 
and it was named as the Central Clearing House. At each 
Regional Employment Exchange there is an appointment 
branch and also a women's section. In 1947, a fresh develop* 
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tnent took place in reapeot of the scope of the employment 
exchanges. It became the duty of this organisation to find em¬ 
ployment for refugees displaced From Pakistan. The employment 
organisation in the East Punjab was strengthened by the opening 
of new employment exchanges and district employment offices. 

Inefficiency of Indian Labour 

Indian labour is generally regarded as much less efficient 
than labour in other countries. The English worker is four times 
as efficient as the Indian worker, * and according to Sir Clement 
Simpson 2*67 hands in an Indian cotton spinning and weaving 
mill are equal to one hand in a Lancashire mill; but this does 
not by itself provide a correct measure of the relative efficiency 
of labour in the iwo countries. A larger number of workers are 
employed in India because the value of the additional product is 
greater than the increase in the total wages. In England wages 
are much higher and it is, therefore, necessary to economise 
labour. The smaller production per head in India cannot be 
ascribed entirely to the inferiority of the worker. The lower 
productivity may nho be due to the inefficiency of the manage¬ 
ment and to the inferior quality of the raw material. Moreover, 
the mill owners in India generally do not use the moat up-to-date 
machinary because it has to be imported from abroad and it is 
very expensive. Many factors are responsible for the inefficiency 
of Indian labour. Some of then) are permanent while others are 
remediable. In India climatic conditions are not conducive to 
hard and sustained work. In the cotton industry artificial humi¬ 
dification is done to give strength and elasticity to the thread, 
but it is injurious to the health of the worker unless it is properly 
regulated. Proper cleaning, sanitation and ventilation can go a 
long way in improving labour efficiency. Long hours of work 
also lead to inefficiency; but the various acts have reduced the 
hours of work in almost all industries, leaving out a few unregu- 

* Vide thr* evidence of Sir Alexander Me Robert before the Industrial Com¬ 
mission, quoted in Indian Economics, vol. II, p. 70, Eighth Edition by Jathar 
and fieri. 
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Jafced ones. The Indian Factories Act and other Acta Qoatain 

^ ^ ' *■> V. *■< a 

various previsions which favourably react on labour efficacy in 
India* The poor physique of the average worker jp Iu<^a ip ^so 
responsible for hie comparative inefficiency ^hie is ftyp to 
many diseases which prevail in the country like plague, m^larm* 
influenza, etc., and their incidence is very heavy in industrial 
towns* The workers live in dirty surroundings and* fait an easy 
prey to numerous diseases. Slum clearance, provision of 
better housing and the establishment of social insurance are indis¬ 
pensable to improve labour efficiency. Poor diet is also an impor¬ 
tant cause of low physique. The worker usually take** stale food 
in which nutritive elements are not present. There should be a 
Canteen attached to each mil) whore the workers may pet adequate 
meals on paymept during working hours. f)uring th*> present 
war period the diet of the entire population has become poorer 
stllh 

Bad housing and absence of adequate welfare arrangements 
also lead to inefficiency of Indian industrial 1 labour. There ft 
considerable scope for improvement both in respect of nduiSiifiif 
accommodation and" labour welfare arrangements' available for 
industrial labour. 

The low standard ofliving of the Indian worker is also 
responsible for inefficiency. The wages of the workers are jovv 
and they cannot spend adequately on themselves so as to improve 
their efficiency. The average income of the worker in Jnd^a is 
small and a large percentage of it is spent on food. An enquiry 
conducted in 1921-22 in Bombay into working class budgets 
showed that the expenditure on food varied between 52*6 and 
60*5 per cent, in the case of workers of various incomes, |n other 
countries the proportion of the income spent on food and other 
elementary necessities of life is much less, 

Casa «rAut an inerea** in Wng*s 

^jow wages in |ndU are also responsible for inefficiency. In 
the post-war period thrne baa been an increase in money wages 
and in dearness allowances; but the purchasing power of money 
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i» very low and the wages of the Indian workers cannot go round 
to enable them to increase their efficiency. Without adequate 
investigation into the conditions it is not possible to say 
how far wages should be increased further, but several 
arguments are given by the employers against an increase in 
wages with particular reference to Indian conditions. 
It is often pointed out that increase in wages in India 
will lead workers to incur a greater expenditure on drink or to 
greater idleness on their part. This is based on the assumption 
that the standard of living of the workers is low aud that an 
increase in wage rates will not be reflected in an increase in their 
standard of living. In this connection the Royal Commission 
on Labour in India observed that the increase in the level of 
real wages shows that the idea of any general fixed standard is 
fallacious- A sudden increase of income cannot bo wisely spent 
and the worker cannot raise his standard of living overnight. 
Further, as the standard of comfort is improved, there is a 
tendency to secure some increase in leisure at the expense of 
part of the possible increase in income.* 

Another objection to an increase in the rato of wages is 
that its effect may soon bo cancelled by the growth in the number 
of the workers. Increased income is likely to improve the standard 
of living in many cases and the standard of living of the indus¬ 
trial labour in India is gradually rising. .Sometimes it is also 
said that a rise in wages will put the employers in India at a 
disadvantage with their compatriots in other countries of the 
world. To a certain extent, it may be true. Countries with 
sweated labour may gain an initial advantage; but sweated 
labour is dear labour ultimately; and there is a moral aspect to 
which attention should be paid, and the worker should be 
treated as a human being. The best method of regulating inter¬ 
national competition is by securing uniformity of labour condi¬ 
tions in various countries of the world rather than by denying 
an increase in the wage rates. 

" See Report of the Royal Commission on Labour io India, page 209. 
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Drink habit is also responsible for the inefficiency of Indian 
workers* It is not possible to give accurate figures of expendi¬ 
ture under this head. The worker who drinks is in many cases 
naturally unwilling to give information regarding his consump¬ 
tion or even to admit that he is addicted to drink. The babit 
of drink is looked down upon by social opinion and by religion. 
Investigations carried on into the family budgets show that four 
to ten per cent, of the total expenditure of the workers is on 
drink. The male worker tries to remove the strain of hard 
work by resorting to drink, beoausc other and better amenities 
of life are not available to him* Thus the worker does not 
manage his expenditure in the best possible manner and the 
drink habit increases his poverty. Better forms of recreation 
should be made available to the workers. The introduction of 
labour welfare schemes and the improvement in housing accom¬ 
modation which will enable the worker to live with his family 
as abo the spread of education are likely to reduce the incidence 
of drink. Prohibition has been introduced now in several states 
in India, particularly in Madras and Bombay where the excise 
revenue has fallen tremendously. The question is only this 
whether prohibition has not led to illicit distillation. All 
possible steps should be taken bv trade unions to rid the worker 
of the habit of drink so (hat his efficiency may increase. 

Indebtedness 

Another factor responsible for the comparative inefficiency 
of the worker is the extent of indebtedness. According to the 
Royal Commission on Labour in India, "Many, indeed, are born 
in debt and it evokes both admiration and regret to find how 
commonly a son assumes responsibility for his father's debt, 
an obligation which rests on religious and social, but seldom on 
legal sanctions/’* In most industrial centres about two-thirds 
of the labour population is ha debt whose amount generally 
exceeds three months* wages. The workers are unable to pay 
the debL in time with the result that it becomes heavy. The 
• Sec, Report page 224. 
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rate of Interest is also high, 18 to 24 per cent, being common, 
but the Kabuli money lenders oharge 150 per cent, and 325 
per cent annual rate is mentioned by the Royal Commission -on 
labour in the ease of some jute workers. Exp ?nditure on 
festivals is another cause for debt. Births, deaths, and other 
events of life may lead to debt, while unemployment increases 
it. The position of the industrial worker is different from that 
of the agriculturist in respect of borrowing. The worker is 
migratory and cannot offer security. 

The recommendations of the Royal Commission on Labour 
in India were mainly directed to see that the attractiveness of 
the worker as a field of investment should l>e reduced and it 
should be made impracticable for the money lender to advance 
money beyond the capacity of the worker. Therefore, the Commie* 
eion proposed that the wages of workmen with a monthly salary 
of less than Rs. 300/- and the contributions of the workers to 
provident fund should be exempted from attachment. It was 
alBO recommended that in the case of industrial workers with a 
monthly salary of less than Rs. 100/- arrest and imprisonment 
for debt be abolished except where the debtor has been proved 
to be both able and unwilling to pay. The Commission alao 
recommended that begetting an industrial establishment for the 
recovery of debts be made a criminal and cognisable offence.”* 

Besetting was defined as loitering within the precincts or 
near or within the sight of ar y gate or outlet of the establish* 
ment. This measure was recommended for moneylenders who 
did not have recourse to law, but in whose case the lathi was the 
only court to which they made an appeal. A new procedure was 
also recommended for the liquidation of unsecured debts due 
from workmen. An indebted workman was to present an appli¬ 
cation with a statement of his debts and creditors and assets. 
The Court was to make enquiries into the workman’s assets, his 
probable earnings and reasonable expenditure for maintaining 
himself and his family during the ensuring two years. The Court 


" See Report, page 236. 
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would issue a decree based on the “difference between the two 
sump. The decree was not to remain alive for more than three 
years. The extension of co operative credit should be considered 
to be the best solution. The recommendations of the Royal 
Commission on Labour in India were based on the assumption 
"that credit, in the sense of borrowing capacity is not the worker’s 
need; it would be nearer the truth to describe it as his curse.” + 
Large debts are incurred by the workers not from economic neces¬ 
sity, but on account of social pressure and customs. The 
worker can borrow money with ease which he lias little prospect 
of repaying. Owing to the lack of education, he cannot take n 
long view of things; and the offer of cesli to the extent of a 
hundred or two hundred rupees in exchange for thumb print is 
almost irresistible. Thus the recommendations of the Royal 
Commission on Labour in India were baeed on tin* assumption 
that o an average the worker did not need credit and such 
facilities should, therefore, be curtailed. 


J Sc t Report, page 22i). 
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LABOUR LEGISLATION IN INDIA 

Labour legislation in In li t lias grown largely after Work! 
War I. Tlic industrial development ol 1h„* country has taken 
place to a grpat extent thereafter mid the State has begun to 
realize its duties to protect the interests of labour. The setting 
up of the International Labour Organisation under the peace 
tieaty of 191!) produced an awakening m the working Hasses in 
India to their rights ami a large mass of labour legislation grew 
up as a consequence. 

Labour legislation began in 1BS1 in tin* country a* a rosult 
of the appointment of n Factory Commission be the Government 
of Bombay in 1875. That act prohibited the employment of 
children below the age of seven. Persons between the ages of 7 
and 12 were not to work for in >re than 9 hours a dry. A rest 
interval of an hour a day and four monthly holidays were pro¬ 
vided for children. The Act regulated only those factories where 
at least a hundred persons were employed end power was used. 
It gave no relief to women and adult male workers. 

On the recommendations of another Commission appointed 
in 1890, a new Factories Act was pushed in 1891. Tt applied to 
all establishments using power and employing not less than 50 
persons. The local Governments were, howover, empowered to 
extend it to those establishments where at least 20 persons were 
employed. Children below the age of nine were not to be em¬ 
ployed in factories and the hours of work of children between 9 
and 14 were limited to 7 hours every day and. they could not be 
employed before 6 A.M. and after 8 P.M. Night work for women 
also was prohibited and their daily hours of work were limited to 
11. There were provisions for better ventilation, cleanliness and 
for preventing overcrowding in factories. . 
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Thereafter, the Factories Act of 1911 was passed. It was 
under this Act that the hours of work of men were regulated for 
the first time. Even seasonal factories which worked for less 
than four months in the year were also brought within its scope. 
The hours of work for children in textile lactories were reduced 
to six per day. The hours of adult male woikerB in textile facto¬ 
ries were not to exceed 12 per day. Further, there were exten¬ 
sive provisions relating to health and safety and those relating 
to factory inspection were made more effective. 

The Factories Act of 1922 brought within its scope all 
power*using factories, employing not Iobs than 20 persons and 
local Governments had the option to extend the provisions of 
the Act to factories which employed at least 10 persons whether 
they used power or not. Children below the age of 12 were 
not to work in factories and up to the age of 15 their hours of 
work Were not to exceed six every day. Women and children 
could not be employed before 5 A. M. and after 7 P. M. The 
hours of work of adults were fixed at 00 a week and 11a day. 
There was to be a rest period of an hour after every six hours, 
which could be split up into two intervals subject to the condi¬ 
tion that not more than 5 hours’ continuous work was done. 
The system of inspection was improved and health and safety 
provisions were extended. No important changes were intro¬ 
duced in the Jaw in the next 12 years though amending Aots 
were passed in 192a, 1926 and 1931. 

A more comprehensive piece of legislation was passed fli 
1934 in response to the recommendations of the Royal Com* 
mission on Labour in India. This Act divided faotoriea into 
seasonal and non-se&sonal, the former being those which worked 
for less than 180 days in the year. It introduced a new daft* 
of Workers called the ‘adolescents’ who were over 15 and under 
17 years of age. They could be employed ua adults on pro¬ 
duction of a certificate of physical fitness, In the oase of 
seasonal factories the maximum daily hours of work were 11 
and weekly hours 60 and in the case of perennial factories the 
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hours were 10 and weekly 54, The maximum hours for 
children in both oases were to be five per day. Tin period of 
the number of consecutive hours of work was limited to 13 iu 
the case of adults and 7J in the case oF children. Local Govern¬ 
ments were empowered to call upon the factory managers to 
carry out certain measures in the intrest of health and safety of 
the workers. The Act also provided for welfare arrangements! 
viz,, adequate shelters for rest in factories, the provision of 
creches for the use of babies of female workers, the provision of 
first-aid appliances, etc. It also provided for arrangements in 
case of fire. Inspectors could call upon the managers to remove 
defects in the construction of a factory which was dangerous 
for workers. 

The Factories Act of 1934 was amended several times, 
and, finally, it was replaced by the new AcL which came into 
force from 1st April, 1940. Under this Act. an establishment, 
employing 10 or more workers where power is used comes under 
the scope of the Act. Where power not used the establish¬ 
ment can be regulated if 20 or more workers are employed. 
The Provincial Governments are authorised to apply the pro¬ 
visions of the Act to any premises irrespective of the number of 
persons employed, whether manufacturing process is carried on 
with or without power, except where the work is done by the 
worker entirely with the aid of his family. The distinction 
between perennial and seasonal factories is abolished. The Act 
makes elaborate provisions regarding health, safety and welfare. 
The new Act not only provides for cleanliness, lighting, etc. but 
oioo for the disposal of waste and effluents, the elimination of 
dost and fumes, the provision of spittoons, oonlrol of tempera- 
tame, mpply of cool drinking water during summer and for the 
employment of cleaners to keep the water closets clean. 
Factories built alter the commencement of the Act must provide 
for the minimum space of 590 cubic feet for each worker, but 
for other factories the minimum space is to be 350 cubic feet 
per worker. Detailed precautions are prescribed for th* safety 
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of worker*. Some of these new provisions relate to striking 
gear, devices for cutting off power, lifts, cranes and other lifting 
machinery, protection of eyes and precaution against dangerous 
fumes and inflammable material. No worker can bo called upon 
to lift or carry loads which are likely to cause him injury and 
in this connection maximum weight can be prescribed by the 
provincial governments which may be lifted by workers. 

There is a separate chapter laying flown specific welfare 
measures such as washing facilities, first aid applianoes, canteens, 
rest shelters, creches, etc. Power is given to state Governments 
to make rules requiring factories to provide suitable places for 
keeping the clothing of the worker and for the drying of wet 
clothing. It also empowers State Governments to make rules 
under which the representatives of workers in any factory can 
be associated with the management in regard to the welfare 
arrangements for the workers. The Act also requires the factory 
owners, employing five hundred or more workers, to appoint 
welfare officers. The qualifications, duties and conditions of 
service of these officers are to be prescribed by State Govern¬ 
ments. The minimum age of employment lias been fixed at 14 
and the upper age limit of adolescents has been raised to 18. 
The Act also provides for medical examination and certification 
cf children and adolescents before employment, but it lays down 
that the certificate shall be valid for 12 months only. 

The hours of work for adult workers are 48 per week and 
8 per day with a spreadover of 10J hours per day. For adole¬ 
scents and children they have been reduced to 4£ per day and 
the spreadover has been fixed at 5 hours. No adult worker oan 
work for more than 5 hours without a rest interval of at least 
half an hour. State Governments are authorised to make rules 
exempting certain persons from the provisions of the Act relating 
to hours of work, weekly holidays, etc. Where such exemptions 
are made, the total number of hours nf work should not exceed 
10 in a day and the total number of hours of overtime work 
should not exceed 00 in any one quarter and the spreadover 
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should hot be more than 12 hours in a day* Women and children 
cannot be employed before 6 A. M. and after 7 P. ML For over¬ 
time work the worker is to be paid twice the normal rates of 
wages. There is provision for leave with wages after 12 months’ 
continuous service. In addition to weekly wages, every worker 
is entitled to leave with wages after 12 mouths’ continuous ser¬ 
vice. In case a worker is discharged or leaves work without 
availing of the leave earned by him, the employer must pay wages 
to him in respect of leave not availed of by the worker. 

Factory managers are to give information regarding speci¬ 
fied accidents which cause death or serious bodily injury or regar¬ 
ding occupational disease contracted by woikers. Medical prac¬ 
titioners attending persons suffering from occupational diseases 
are to repoit the cases to the Thief Inspector of Factories. The 
provisions about enforcement and administration remain as before. 
The Central Government havo set up an Advisory Organisation 
known as the office of the Chief Adviser of factories. It is to serve 
as a clearing house for information and publishes pamphlets to 
educate workers and employers in matters eonneotod with safety 
and welfare. 

The Royal Commission on Labour in India recommended 
that the provisions of some sections of the Factories Act should 
apply to small factories using power and employing between 10 
and 20 persons and suggested that a simple Act should be passed 
for regulating conditions in factories not using power. The 
recommendations of the Commission regarding workshops using 
power were given effect to by an amendment introduced in the 
Factories Act of 1940; but no measures were adopted to imple¬ 
ment the recommendations in respect of factories not using 
power. The C. P Government passed an Act in 1937 which 
applied to industiics like bidi making, shellac manufacture, etc. 
Under the Act an unregulated faotory is any place, where 50 
or more workers are employed and to which the Factories Act 
does not apply. The daily hours of work for men are 10, for 
women 0 and for children 7. Persons below the age of U are 
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treated as children. Persona below 10 years cannot be employed 
and they must be certified fit for employment by a certifying 
surgeon. In Madras also the Non-power Factories Act was 
passed in 1947, There is labour legislation in States abo. 

In addition to the Factories Act there is the Indian Mines 
Act of 1923 which was amended in 1935 as a result of the re¬ 
commendations of the Royal Commission on Labour in India. 
It was further amended several times. It applies to all mines. 
For persons employed on the surface, the daily hours of work 
are 10 with a rest interval of one hour after six: hours of work. 
For persons employed below ground the daily hours of work 
have been fixed at 9. The weekly hours of woik for all 
employees are 54. No person can work in a mine for more than 
six days in a week. The employment of children below the 
age of 15 is prohibited. No person below the age of 17 shall be 
allowed to work under ground unless he is certified as medically 
fit and carries a token to that effeot while at work. The 
employment of women underground was banned in 1929; but 
due to shortage of labour in mines during the war, the ban was 
lifted in 1943. It has, however, been reimposed since 
1st February 1940, The Act provides for adequate supply of 
drinking water, maintenance of medical appliances and proper 
sanitary arrangements. There is also provision for maintain¬ 
ing closed shower baths separately for men and women. In 
1945 a provision was made for maintaining creches. Rules and 
regulations are framed by the Central Government for adminis¬ 
tering the Act. 

The Act also provides for the constitution of Mining 
Boards in important mining areas, consisting of representatives 
of employers, employees and Government, These boards assist 
the Government in framing rules under the Act. Administration 
is done by the Chief Inspector of Mines, who is assisted by 
Inspectors of Mines and by District Magistrates who discharge 
the duties of Inspectors of Mines. Inspections are also made by 
the medical officers in the Provinces, who are ex-officio inspectors 
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of mines for inspecting sanitary conditions in them, 

The Payment of Wages Act, 1936. 

The payment of Wages Act was passed in 1035 and came 
into force from March 1937, Thu Act was amended twice and 
the following are its main provisions. 

It applies to persons in receipt of wages below* Rs, 200/- 
per month employed in any factory and upon any railway. The 
appropriate Government can extend its provisions to any indus¬ 
trial establishment as delined in the Act. The Act defines wages 
as all remuneration which can be expressed in terms of money, 
which would be payable to persons employed in respect of 
employment and includes bonus and other additional remunera¬ 
tion. It does not howevor, include the value of any house 
accommodation, supply of light, water, medical attendance or 
other amenities of life, etc, The wag© period should not exceed 
one month. Wages must he paid before the expiry of the seventh 
day after the wage period where less than one thousand persons 
are employed and before the expiry of the tenth day in other 
cases, A discharged worker must be paid before the expiry of 
the second working day from the day on which his employment 
is terminated. Wages must be paid on a working day and in 
current legal tender. 

The Act permits certain kinds of deductions from the 
wages, viz., fines, deductions for absence from duty, deductions 
for damage or loss, deductions for house accommodation and for 
amenities and services supplied by the employer, deductions for 
recovery of advances or for adjustment of overpayment of 
wages. Fines can be imposed only for acts and omissions speci¬ 
fied in notices approved by the competent authority. The total 
amount of fines which may be imposed in any one wage period 
on an employee is not to exceed an amount equal to half an 
anna in the rupee of the wages payable to him in respect of the 
wage period. All hues must be recorded in a register and credi¬ 
ted to a Fines Fund. The receipts of fines fund are to be 
utilised only for such purposes beneficial to the workers as are 
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approved by the competent authority. In January 1948, the 
provisions of the Act were extended to cover workers in coal 
mines. It has also been applied to certain other industries. The 
administration of the Act is entrusted to inspectors of factories 
except in coal-mines and railways, where the administration rests 
with the Chief Labour Commissioner. 

The Minimum Wages Act, 1946. 

The Royal Commission on Labour in India endorsed the 
provisions of the International Labour Convention according to 
which minimum wages should be applied to trade* m which wages 
are exceptionally low, as compared with the general trend of wages 
and wage levels in allied occupations in India. They also suggest¬ 
ed the creation of machinery for fixing minimum rates of wages 
in those trades in which wages were the lowest and where there 
was no question of collective bargaining. They also recommended 
that it would be unwise to attempt legislation on the lines of 
the Convention before obtaining a fairly clear indication of the 
trades to which the machinery should properly be applied 
in the first instance. 

The first step in the direction of fixing minimum wages 
was taken in April 1946 when a bill for fixing minimum waves 
in employments where labour was much exploited was intro¬ 
duced in the Indian Legislature. The Act was passed in 1948. 
This Aot requires the appropriate Government to fix minimum 
wage rates payable to employees employed in industries men¬ 
tioned in the schedule attached to the Act. These rates are to be 
fixed within the specified period of time. Minimum rates of wages 
need not be fixed in any employment when in the whole State 
leas than one hundred employees are employed. In addition to 
the industries mentioned in the schedule, the Act can be ex¬ 
tended to any industry to which its application is considered 
necessary by the appropriate Governments, There is provision 
for fixing a minimum time rate, a minimum piece rate, a gua¬ 
ranteed time rate and an overtime rate considered appropriate in 
respect of different classes of workers and different occupations. 
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The minimum rate of wages may be a basic rate of wages and 
a cost of living allowance or a basic rate with or without the 
cost of living allowance and the cash value of the concession*; 
enjoyed by the worker or an all-exclusive rate. Wages should 
be paid in cash, although the appropriate Governments are 
empowered to authorise the payment of minimum wages in 
kind also. 

The appropriate Governments can appoint committees to 
hold enquiries and advise them in fixing minimum rates of 
wages. Advisory Committees can also be appointed for revising 
these rates and there is provision for appointing an advisory 
Board for co-ordinating the work of committees and for advising 
the Goverment in fixing and revising the minimum rates of 
wages. The Central Government is to wet up a Central Advisory 
Board for advising the central and provincial Governments and 
for co-ordinating the work of the Provincial Advisory Board*. 
These bodies are to consist of an equal number of employers’ 
and employees* representatives, and of independent persons 
not exceeding one-third of the total number of members. The 
appropriate Governments can fix the daily hours of work and 
they can provide for a weekly holiday and the payment of 
overtime wa res. Proper records are to be kept and inspectors 
and authorities can be appointed to hear and decide claims. 

Buies were framed by the Government of India in April 
1949. In certain employments, the minimum rates of wages 
were to be fixed before 15th March, 1950. 

The Industrial Disputes Act, 1947. 

This Act replaced the Trade Dispute- Act of 1929. Under 
the Act of 1929, provision was made for the appointment of 
conciliation boards or courts of enquires in relation to a dispute. 
Sympathetic strikes and lockouts were not permitted and there 
were separate provisions for public utilities, where a proper 
notice for dispute was necessary in such concerns. 

The great lacuna of this Act was that greater reliance 
was placed in India on ad hoc public enquiries than in the 
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efforts of conciliation officers and others to bring the parties to 
agreement privately. The result was that, as the Royal Cam- 
mission on Labour in India pointed out, "too often when the 
crisis comes, Government is inadequately in formed regarding 
the antecedents and the merits of the dispute [ndeed in many 
cases it has received l'ttle information of it except that which 
comes at a later stage from those responsible for law and order. 
.The attention of the authorities is thus apt to be con¬ 
centrated too exclusively on the effeot which a dispute is likely 
to have on the public peace and officers whose duties qualify 
them to act as conciliators sometimes receive no informa Ton of 
a dispute or are informed at a very later stage/'* Henoe the 
Royal Commission on Labour in India recommended the 
appointment of an expert officer who should keep the Govern 
ment in close touch with the disputes in their earlier stages. In 
case he failed to secure a settlement, lie should advise the 
Government as to the stage it which it should bring ics influ¬ 
ence to bear either privately or by the appointment of a 
Statutory Board or Court. The Commission recommended 
that every Government should have an officer for this purpose. 

This Act was replaced by the Industrial Disputes Act of 
1947. This latter Act provides for the setting up of Works 
Committees to facilitate joint consultation between the employ¬ 
ers and employees. The Government concerned can call upon 
any employer employing hundred or more workers to set up a 
Works Committee consisting of representatives of the employers 
and of workers in his establishment. These committees are to 
promote harmonious relations between employees and employers. 
There is provision for the appointment of conciliation officers 
for a certain area or industry and for the constitution of Boards 
of Conciliation, Courts of Enquiry and Industrial Tribunals for 
settling the disputes. Reference of disputes to Boards, Courts 
or Tribunals is at the discretion of the Government concerned; 
but if both patties to a dispute jointly or separately apply for 

See Report, page 549. 
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an oh a reference, it is obligatory on the Government to refer the 
dispute to such a body. If a dispute relates to a public 
utility service and a notice of it is given, then it become obliga¬ 
tory for the Government to refer it to a Tribunal; but if they 
are satisfied that the notice was not bona fide, they may dot refer 
It. It is compulsory for Government to refer disputes in public 
utility concerns for conciliation, but they can exeroise their dis¬ 
cretion in other cases. If an agreement is reached during con¬ 
ciliation proceedings, it is binding on the parties and becomes 
effective from the agreed date of signing it by the parties. This 
agreement remains t inding for the period concerned and if no 
period is mentioned then R is binding for a period of 
six months. After the expiry ot the period of six months, 
it is binding up to two months from the date on which one of the 
parties gives a notice to the other to terminate the settlement. 
If no agreement is reached the conciliation officer or the Board 
of Conciliation is to submit- a report to the appropriate Govern¬ 
ment regarding the steps taken to bring about a settlement and 
the causes responsible for the failure of the conciliation proceed¬ 
ings. The Board of Conciliation is also to make recommenda¬ 
tions for the settlement of the dispute. 

After receivinz the report of the Conciliation Officer or 
the Board the Government may refe r the dispute to an Indus¬ 
trial Tribunal for ad judication. Tn^ members of the Tribunal 
must be independent parsons an I they must be persons who 
have either been judges of Courts or are qualified for appoint¬ 
ment as such. No such qualifications have been prescribed regar¬ 
ding the members of the Boards of Conciliation In this case, the 
Act only provides that members of the Board shall consist of an 
independent Chairman and two or four other members repre¬ 
senting the parties to the dispute in equal numbers. 

The award of the Tribunal is to be declared binding by 
the Government on the parties for a period of one year. Where 
the Government themselves are a party to the dispute and where 
they think tbs f f he award should not be given effect to on public 
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grounds, it has to be laid before the legMaiure concerned. Thd 
legislature may confirm, modify or reject the award and the 
Government concerned must give effect to thi*» decision. 

The appropriate Governments can prohibit the continuance 
of any dispute, if it has been referred to a Board or a Tribunal. 
Strikes and lockouts in public utility services are illegal, if they 
aie commenced without proper notice or during the period when 
conciliation pioceedings are pending before a conciliation Officer, 
All disputes are illegal if commenced during the pendency of 
conciliation proceedings before a Board and seven days after the 
conclusion of such proceedings 01 during the pendency of piocee- 
dings before a tribunal and two months after the conclusion 
thereof. They are also illegal if commenced during any period in 
which a settlement or award is in operation in icgard to matters 
covered by the settlement or award. To continue a dispute is not 
illegal if it existed befoie being referred to a Board or Tribunal, 
provided it did not contravene the provisions of the Act when it 
commenced or the Government did not prohibit it. Financial 
help in furthering an illegal dispute is prohibited. 

When proceedings are pending under the Act, it is not 
permissible foi an employer to alter the conditions of service to 
the disadvantage of the workmen concerned. He cannot also 
dismiss or punish any such workmen except for misconduct, not 
connected with the dispute, without obtaining the permission of 
the officer, Board or Tribunal as the case may be. The Act 
also grants protection to persons who do not take part in illegal 
disputes. The working of the Act showed that piecemeal adjudi¬ 
cation of disputes relating to concerns having branches in more 
than one State by Tribunals appointed by different Governments 
created difficulties for the employers. Lack of uniformity of 
awards also led to discontent among the employees. It was 
specially so in banking and insurance. Hence an Ordinance was 
issued by the Governor-General on 30th April 1948 amending 
the Act so that in banking and insurance only the Central 
Government could constitute Boards, Courts or Tribunals. The 
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State Governments are prohibited from referring any industrial 
depute regarding banking and insurance companies* which have 
their branches or other establishments m more than one State 
for adjudication, enquiry o» settlement 

Another Ordinance was promulgated by the Governor- 
General in June 1949, called the Industrial Tribun its Payments 
of Bonus Ordinance. It related to the payment of bonus re¬ 
garding the employees of the cotton mills in Bombay city h 
According to it, a part of the amount could be paid as bonus 
to the employees in the form of national savings certificates of 
•such values as might be specified by the Industrial Tribunal. 

Many State Governments have passed Industrial Disputes 
Acts of their own for the settlement of dispute*. This has been 
done in Madras (1949), Bombay (1946) and U.P. (1947). 

The Government of India have also protected child labour. 
An act was passed in 1933 in response to the recommendations 
of the Royal Commission on Labour in India, under which any 

* agreement, by which the parent or guardian of a child agrees 
to pledge the labour of the child in return for any benefit 
received, is void. Persons below the age of 15 wero to be 
treated as children. An agreement made without detriment to 
the child and not made in consideration of any benefit except 
reasonable wages to be paid for the child’s services and termin¬ 
able at a week’s notice is not illegal Another Act was passed 
in 1938 called the Employment of Children Act. It prohibited 

* the employment of children below the age of lo in certain 
occupations, it was amended in 1939 to prohibit the employ¬ 
ment of children below 12 years ot age in certain occupations 
and it was again amended by the Factories Act of 1948 to raise 
the minimum age of employment of children in certain work¬ 
shops from 12 to 14. 

The Indian Trade Unions Act, 1926 

* This Act remained in force till 1947 when an amending 
Act was, passed providing for compulsory recognition of a re- 
juesenlative union by the cmplojers. According lo it, certain 
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practices were listed aa unfair on the part of the employers and 
others on the part of the recognised unions. Under the Act any 
seven or more members of a trade union can be granted a certi¬ 
ficate of registration by the registrar on satisfying certain con¬ 
ditions. At least half the total number of the office bearers of 
a registered trade union must be persons actually engaged in 
the industry to which the union belongs. The Registrar can 
withdraw or cancel the registration under certain conditions, 
hut there is an appeal against the Registrar’s decision. The 
members or office bearers of a registered trade union are given 
protection against criminal proceedings in respect of any 
agreement for furthering any legal object of the union. They 
also enjoy protection against civil suits in respect of acts done 
in connection with a trade dispute, if the plea is that such an 
act induces another person to break a contract of employment 
or that it interferes with the trade, business or employment of 
other persons. 

The general fund can be spent on objects specified under 
the Act; but there is to be a separate political fund for promot¬ 
ing the civil or political rights of the members. Registered 
trade unions are to submit annual returns to the registrar and 
they must keep proper account books. 

The 1 Central Government and the provincial Governments 
in their respective spheres can appoint labour courts to hear and 
decide disputes regarding the refusal of employers to recognise 
any trade union. No union is entitled to recognition by order 
of the labour courts unless 

(1) it is registered under the act, 

(2) ail its members are workmen employed in the industry 
or in allied industries f 

(3) it represents the workmen employed by the employer 
in that industry, 

(4) its rules do not exclude from the membership any 
workmen employed by the employer in that industry. 
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(5) Its rules provide for a procedure for declaring a 
strike and 

(6) they provide that a meeting of i\n executive is held at 
least once in every wix months. 

Where an union has been reoognised by an employer 
under orders of the Labour Courts, recognition can be withdrawn 
under an order of the Court on the following grounds :— 

(1) that the* executive or membcis of the union have 
done any unfair practice, or 

(2) that the union ceases to be representative of the 
workers, or 

(3) that the union has not submitted the returns as re¬ 
quired under the Act. 

The executive of a recognised union has a right to nego¬ 
tiate with the employer on matters connected with the employ* 
ment or non-employment or conditions of labour of its members. 

Certain practices are declared to be unfair practices on 
the part of a recognised union : 

(1) for a majority of the members to participate in an 
irregular strike. 

(2) for the executive to advise, support or instigate an 
irregular strike and for an officer of the union to submit returns 
containing false statements. Similarly, there are unfair practices 
on the part of the employer also. He should not interfere with 
the rights of his workmen to organise a trade union or with the 
formation or administration of a trade union. He should not 
also discriminate against an officer of a recognised trade Union 
or workman and he should not refuse to negotiate with a re* 
cognised union or to deny privileges to it given under the Act. 
Some of the Provincial Governments have taken steps to enforce 
the provisions of the Act as amended in 1947. 

A Bill is now before the Indian Parliament in which 
ammendments of a for-reaching importance have been in¬ 
corporated. The Bill provides for certain changes in the trade 
Unions Act. Firefly, in any registered trade union the number 
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of persons who, without being employed m any establishment! 
with which the trade union is conned eel, are entitled to be 
officers of that trade union, shall not be more than four or one 
fourth of the total number of members of the e .eru'ive of that 
trade union, whichever is I< ss All -mob pe sons muA be citizens of 
India and in the case of a trade union ot civil servants, no person 
who is not an employee in any establishment with which the 
trade union is connected shall be entitled to be an officer of the 
union. 

Secondly , there is provision for tho recognition of trade 
unions by agreement or by the order of a Labour Court. In 
the former oase, recognition is possible by an agreement between 
the employer and the officers of the trade union. Tn this case, 
the merporanduin of agreement has lo bo presented to the Regis¬ 
trar, who shall record it in a register in the prescribed manner 
During the period of the agreement, the trade union concerned 
shall have the rights of a recognise! trade union in its relations 
with the employer with whom it has entered into the 
agreement. 

Thirdly . Labour Courts, consisting of the persons of Hie 
status of Judges of a High Court or a District Court, may be 
constituted by the appropriate Government. On the satisfac¬ 
tion of certain conditions, a trade union is entitled to recogni¬ 
tion by order of a Labour Court, The conditions are 

(1) that it is a registered trade union, which has complied 
with the provisions of the Act. 

(b) that all its ordinary members are employed in the same 
establishment ; 

(c) that it is representative of all the employees employed 
by the employer in that establishment ; 

(d) that its rules do not exclude from membership any 
persons on grounds of sex, religion or caste or of any class of 
employees, employed in that establishmentt. 

(e) that its rules provide for the procedure for declaring a 
stride ; 



LABOUR LEGISLATION IN INDTA 


505 


(f) that its rales provide that its executive should meet at 
least once in every six months. 

The application to the Labour Court for recognition oan 
be made when a registered trade union has applied for recogni¬ 
tion to an employer and lias failed to obtain ienognition within 
three mouths. The Labour Court shall make an order directing 
recognition, if it is satisfied that it ia tit to be recognised. 

Recognised trade unions have certain rights, They are 
entitled to negotiate with employers in respect of matters con¬ 
nected with the employment, non employment or terms of 
employment or conditions of Labour of the members. The 
employer has to respond to the correspondence of the union and 
to grant interviews to the executive of the union regarding such 
matters. 

Where a trade union has been recognised by the Labour 
Court, recognition can be withdrawn on an application of the 
Registrar or the employer on any of the following grounds:— 

(a) that the executive or the members of the union have 
committed any unfair practice within tliiee months before tbe 
date of the application; 

(b) that the union has not submitted the necessary returns 
to the Registrar ; 

(c) that it has ceased to be representative of the employees; 

(d) that the Registrar has withdrawn or cancelled its certifi¬ 
cation of registration. 

The following are deemed to be unfair practices on the 
part of a registered trade union :— 

(a) for a majority of the members of a trade union to take 
part in an irregular strike , 

(b) for the executive of the union to advise or actively to 
support or institute an iritgular strike ; 

(e) for an ollicer of the trade union to submit any return 
containing false statements under tbe Act. 

Similarly, there are certain unfair practices on the part of 
tbe employers. Tbe employer should not interfere with the 
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rights of his employees to form, join or assist a trade union. He 
should not interfere with the formation or administration of 
any union, and he should not discharge or discriminate against 
any officer of a recognised union merely on the ground that the 
latter is an officer of the union. 

Thus the Bill concedes the principle of recognition to 
trade unions by agreement or through labour courts and gives 
certain rights to recognised trade unions. It also defines unfair 
parctices, and it lays down that outsiders should not be more 
than four or more than one-fourth of the total number of the 
membera of the executive of a union, whichever is leas. 



CHAPTER XXXIX 


SOCIAL SECURITY, WELFARE AND HOUSING OF 
INDUSTRIAL LABOUR 

The need of social security has been felt in all countries to 
safeguard the interests of the workers against social risks. A 
comprehensive system of social insurance for industrial workers 
is now in vogue in most of the industrial countries of the world. 
In fact, today social security is intended to he provided not only 
to the industrial workers, but to all sections of society so that 
every body may be able to enjoy a decent standard of living. 
In many countries, including India, the conception of the wel¬ 
fare state has been accepted; but this conception cannot be put 
into practice unless there are fundamental changes in the system 
of production and distribution of income. In a country like 
England thiB conception of the welfare state is being put into 
practioe. 

The industrial worker requires security against accidents, 
unemployment, sickness and many other risks to which his life 
is exposed. His earnings are not so high as to enable him to 
depend upon his resources in case of need. In India that com* 
prebensive system of social insurance for the industrial worker 
does not exist whioh is a characteristic feature of conditions in 
Western countries. In England a comprehensive system of 
allowances for widows and for orphans and unemployment insu¬ 
rance were introduced in the beginning of the present century. 
Conditions in India are, however, not yet ripe for Buch a system, 
though some features thereof are in existence in our country. 
The Royal Commi^ion on Labonr in India considered the ques¬ 
tion of the establishment of a statutory system of unemployment 
insurance, but they concluded that they could not regard any 
national system of insurance as feasible in India under the exis¬ 
ting conditions. The reasons given were the absence of a perma- 
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nent and regular industrial population and the large turnover of 
labour owing to which the risk was not a calculable one. Hence 
they concluded that oven if the workers were able and willing 
to contribute, there was no basis on which a scheme could be 
built.* 

The Commission did not, however, relieve the State of the 
responsibility for taking such measures to deal with unemploy¬ 
ment as were likely to be effective. They urged the extension 
of the existing system under which schemes of work for the 
workless were prepared in advance and put into operation when 
the flow of labour to lest works had demonstrated the need of 
relief. They suggested that similar work might; be provided in 
urban areas by way of slum clears nee and the consti uction of 
roads and drainage. 

In India, the Workmen's Compensation Act came into 
force on Ut July 11)24- It is a recognised method of providing 
security to the industrial worker A few changes were intro¬ 
duced in the Act in 1926 and in 1929 and it was amended in 
1934 in response to the recommendations of the Royal Commis¬ 
sion on Labour in India. Thereafter, five more amending Acts 
were passed, the most important among which was the Act of 
1946 under which tho wage limit of lho worker was raised from 
Its. 300/- to Rs. 400/-. The Act covers workers employed in 
railways, factories, mines, etc. Those who are employed in a 
clerical dr administrative capacity or those whose monthly 
wages exceed Rs. 400y are not covered under it. Workers 
employed in factories with fifty or more workers but 
not using power also come under the protection of the Act. 
Persons employed as masters or as seamen on any power 
driven ship or on any ship of fifty or more tons also come under 
its protection. The application of the Act is generally confined 
to workers employed in organised industry and hazardous occu¬ 
pations and the State Governments are empowered to extend 
the application of the Act to various classes of persons whose 

‘See Repoit, page 36. 
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occupation is hazardous. Any parson who is covered by the 
Employees’ State Insurance Act of 1948 and who is entitled bo 
receive disablement or dependents 1 benefit from the Employees' 
State Insuiance Corporation cannot get compensation under 
this Act. The employer is liable to pay compensation in case of 
injury caused by aosident which arises out of and in the course 
of employment. Compensation is not payable if the injury lasts 
less than seven days or if the injury is caused by the fault of 
the worker. If the employer can prove that at the time of the 
accident resulting in injury, the worker was under the influence 
of drink or drugs, he wilfully disobeyed an order, or removed a 
safety device which he knew was provided for the benefit of the 
workmen, the injured workman is not entitled to compensation. In 
case the injury results in death, compensation is payable to the 
dependents even in these cases. Compensation is also payable 
in the case of certain occupational diseases and the provincial 
governments can add a disease to this list. The amount of 
compensation payable depends on the nature of the accident and 
the average monthly wages of the workers concerned. It is 
payable for death, permanent total disablement, permanent 
partial disablement and temporary disablement. In the case of 
death of adults, the minimum compensation in the lowest wage 
group (below Rs. 10 per month) is Rs. 5uU The » aximum 
amount is Rs. 4 500 in the case of those workers who get above 
Rs. 300 per month. For permanent total disablement of adults 
the rate of compensation varies from Rs. 700 to Rs. 6,300, In 
the case of minors a uniform rate is prescribed which is Rs. 200 
in the case of death and Rs. 1200 in the case of permauent total 
disablement. In the ^ase of temporary disablement half month¬ 
ly P a y m0n t s are m\de to the injured workmen. The rate of 
payment is the s&rne for adults and minors. It varies from half 
a month’s wages in the case of workers getting less than Rs. 10 > 
per month to Rs. 30 in the case of worker* getting more than 
Rs. 160 per month. For permanent partial disablement, com¬ 
pensation is ch Isolated on the basis of the percentage loss of the 
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earning capacity as laid down under the Act. 

A list of dependents is given who are entitled to eoiupen 
nation if the workman dies. They are divided into two groups : 
(1) those who are considered dependents without any proof and 
those who have to prove that they depended on the worker who 
is dead. 

All cases of fatal accidents should be brought to the notice 
of the Commissioners for Wmkmen’s Compensation and if the 
employer admits the liability, lie should deposit the amount of 
compensation payable with the Compensation Commissioner. If 
the employer disclaims liability, the Commissioner can make 
enquiry and it form the dependents that they m&y prefer a 
claim. Contracting out is not permitted under the Act. Advances 
by the employer against compensation are permitted only to the 
extent of Rs. 100/- . The Commissioner can deduct a sum of 
Rs; 25 from the amount of compensation to indemnify the person 
who has incurred funeral expenses. The Act is administered on 
a provincial basis by the Commissioners for Workmen’s Compen¬ 
sation and the Provincial Governments have their own machi¬ 
nery for this purpose. Some employers get their workers insured 
agairlst tlu> liability. The Labour Investigation Committee 
found that the smaller employers evaded their liability and they 
recommended compulsory insurance against the employer’s 
liability to pay compensation tor accidents. This recommenda¬ 
tion lias not been implemented; but when the Employees’ Slate 
Insurance Act is put into force, the difficulty will be solved. 
Under that Act, the responsibility of paying compensation will 
be that of the Corporation and not that of the employers. 

The Employee’s State Insurance Act, 1948. 

The introduction of a scheme of health insurance received 
the attention of the Government of India in 1927 when the 
International Labour Conference adopted two Convenlions regar¬ 
ding health insurance for workers in industry, commerce and 
agriculture. This scheme received earnest consideration in 
world war II when the Government of India appointed Professor 
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* IL P, Adarkai as O&oer on Special Duty to recommend ft scheme 
of health insurance. His report was submitted to the Govern* 
ment of India in August* 1944 His- plan was to apply the 
scheme to three groups of factory industries, namely, textiles, 
engineering and mines and metals and it was to cover about 12 
lakhs out of some 20 lakhs of workers. It was contributory in 
principle. The employer was to pay Rs. 1/4- per worker per 
month and the contribution of the worker was to be 12 annus, 
if permanent, 8 annas, if temporary, and four annas, if casual. 
He also made an alternative iceommendation for State contribu¬ 
tion at N annas per worker. The total cost to the Government 
was to he Rh. 7 2 lakhs per annum, of which the Central Govern¬ 
ment’s contribution waf? to be Kb. 18 lakhs and that of the 
Provincial Governments Its. 54 lakhs to be paid on a pro raiu 
basis according to (he numbei of industrial workers in their 
respective jurisdictions. The total annual cost of the scheme 
was estimated at Re. 21 crores. 

The scheme was compulsory in character. Every' employer 
was to take ont policies. Workers were to get medical benelit, 
cash benefit and certain other benefits. A statutory corpora¬ 
tion with Central and regional hoards and local Committees in 
industrial centres was recommended. Maternity benefits were 
to be provided on an insurance basis. This scheme was based 
on certain assumptions. 

It was assumed that a scheme of unemployment imu* 

* ranee and old age peuaionw would be set up and oertaiu pre 
medical measures would he adopted as regulation of wages, etc* 

This scheme was reviewed in 1945 by two experts of the 
International Labour Office. They suggested that it should be 
extended to all perennial factories and it should cover the risks 
of child birth and employ ment injury. The Government of India 
introduced a bill in November 1940 in the Central legislature 
•which was passed into The Employees’ Stab* Insurance Act in 
April 194^. This Act applies to all factories except seasonal 
ones, but Its provisions can be extended tu any establishment. It 
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covers labour employed directly and indirectly and also the 
clerical stall, but it does not apply *o persons whose remunera¬ 
tion exceeds Rs. 400/- per month and to the members of the 
armed forces. 

The administration ol the scheme is entrusted to an auto* 
novnona body, called the Employees’ State Insurance Corpora¬ 
tion. It consists of the Labour Minister of the Union Govern¬ 
ment as Chairman, the Minister for Health as Vice-Chairman 
and more than five persons to be nominated by the Central 
Government of whom three are to be officials of the Central 
Goverment, one representative of eacli of the Governor^ pro* 
vinces to be nominated by the Governments concerned, one 
person nominated by the Central Government, five persons re¬ 
presenting employers, five persons representing employees, two 
persons representing the medical prolcsMon and Lwo persons 
representing the Central legislature. There js a Standing Com¬ 
mittee to work as the Executive of the corporation whose 
members are to be elected fiom among the members of the 
coiporation. There is also the Medical Benefit Council to advise 
the corporation regarding the administration of medical benefit. 
The Director General is the chief Executive Officer Of the cor¬ 
poration who is assisted by four other pimcipal officers. 

There is to be the Employees’ State Insurance Fund. It 
is to consist of contributions from employers and employees 
and of grants, donations and gifts from different sources. 
The Central Government has to make an annual grant to the ' 
corporation in the first five years, amounting to 2 3rd of the 
administrative expenses of the corporation. The Provincial 
Governments also share in the financing of the scheme by bear¬ 
ing the cost of medical treatment and attendance on the insured 
persons* ContiibuLions in respect of au employee are to be 
paid by the employee and the employer* The sharp of the 
employee is to be deducted from the wages by the employer. ^ 
The minimum contribution of the employer and the employee is 
7 annas, but employees with an average daily wages of less tlian 



SOCIAL SECURITY & INDUSTRIAL L4B JUft HOUSING 818 


one rupee are not to pay any contribution. The maximutp coo- 
tribution of the employers and employees is Rs. 3/12/-in the 
case of employees whose average daily wages are Ra. 8 and above. 
The maximum contribution of an employee recoverable Atom 
him is Rs. 1/4/- and the corresponding contribution of the 
employer is Ra. 2/8/-. Contributions are payable weekly. They 
are also payable in respeel of the authorised leave and for 
periods of absence from work duo to a dispute when the em¬ 
ployee receives wages. The foilowiug benefits are paid under 
the Act:— 

Sickness Benefit 

This benefit is paid to an insured person in bickness. 
No benefit is payable for an initial period of two days. 
The benefit is payable for a maximum number of 56 days in a 
continuous period of 365 days. The daily rate of benefit payable 
in any benefit period of six months is one-half of the assumed 
average daily wages as mentioned in the Act. A person receiv¬ 
ing this benefit must remain under medical treatment at a 
medical institution provided under the Act. 

Maternity Benefit 

This benefit consists of periodical cash payments of 12 
annas a day for a period during which the insured worker does 
not work for remuneration during a period of 12 weeks, of which 
not more than six weeks should precede the expected date of 
confinement. 

Disablement Benefit 

This is payable for employment injury. Its rate for tem¬ 
porary disablement is about one-half of the assumed average 
wageB for a continuous period of two weeks immediately 
preceding the week in which the employment injury takes place. 
This is called the full rate. The disablement benefit is paid mb 
follows: 
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NATURE OF DISABLEMENT 

RATE OF EACH 
BENEFIT 

1, Temporary disablement ... 

During the period of dis¬ 
ability at the full rate. 

Permanent partial disable¬ 

At a percentage of 'full 

ment ... . 

rate' as provided in Seotion 
4 of the Workmen's Com¬ 
pensation Act, fot life. 

3. Permanent total disable¬ 
ment 

At the ‘full rate' for life. 


Dependents 9 Benefit 

This benefit is paid periodically at certain rates and to 
certain dependents of an insured person who dies as a result of 
an employment injury. If the dependent is a vviflow r , she gets 
three-fifths of the full rate during life or until remarriage. 
Similarly, different rates are given for other dependents. 

Medical Benefit 

This benefit is payable to an insured person for any week 
during which contributions are payable in respect of him or in 
which the person is qualified to claim sickness benefit, mater¬ 
nity benefit or disablement benefit. Even persons who cease to 
pay contributions are entitled to pet medical benefit. This 
benefit may be given as out patient or in-patient treatment and 
attendance in a hospital, The medical benefit may be extended 
to the family of an insured person. Provincial Governments 
can set up Employees’ Insurance Courts to adjudicate claims. 

There is a scheme of Provident Fund and Bonus under an 
Act of 1948 in Coal mines. The Central Government is em¬ 
powered to frame a provident fund Rchemo and a bonus scheme 
for employees in coal mines. The Provident Fund scheme may 
provide as to the classes of employees who are to join the Fund 
and other conditions. The Coal mines bonus scheme njay 
provide for the payment of bonus dependent cn tlie attendance 
of an employee in a coal mine. It may specify the employees 
eligible for the bonus and the conditions of eligibility The 




social sECUKm ft iNDVHTKtALUnunR Housing ai5 

Provident Fund of a member shall not be assigned Or charged 
or attached for any liability incurred by the employee. 

There arc Maternity Benefit Acta in different provinces 
under which the maternity benefit scheme applies to women 
workers. Such Acta e:\ist in Madias, Uttai Pradesh, Bengal, 
the Punjab, Assam, Bihar and Bombay. There is a qualifying 
period subject to which benefit is paid. The period and amount 
of benefit arc also mentioned. Under the* 17.P, Act of 1038 the 
qualifying penod is six months' service preceding the date oJ 
notice and the maximum period of benefit is eight weeks. The 
amount of benefit is the average dnily earnings or 8 annas per 
day whichever is greater. Additional benefits are payable under 
certain Acts which take the form of free medical treatment, 
maternity benefit, provision of cietches, etc. In the U. P, for 
instance, a woman worker who avails herself of the services of 
a qualified midwife or a trained woman health visitor at the 
time of her oo nfinement is entitled to a bonus of Rs. 5. If the 
woman workei employed in the factory has a child of less than 
one year, she is entitled to two rest inteivals of half an hour in 
addition to the uhuai interval of an houi. The Acts aie ad min is 
tered by the factory inspectors. In coal mines, the responsi¬ 
bility for the administration vests in the Cot I Mines Welfaio 
Commissioner. 

Labour Welfare 

Labour welfare is a very elastic term and it bears a some* 
what different interpretation in different countries according to 
different social customs, the degree of industrialisation and the 
educational development of the worker. It may be understood 
as meaning such servile i, facilities and amenities which may bo 
established in, or in the vicinity of, undertakings to enable the 
person*? employed in them to perform their work in healthy, 
congenial surroundings and provided with amenities which are 
conducive to good health and high morale.* According to>a 

* See page 1«9 of the report nf the International Labour Conference, 
dated June, 1948. 
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resolution of the International Labour Conference passed in 
June, 1947, these services and amenities include adequate 
canteens, rest and recreation facilities, sanitary and medical 
facilities, arrangements for travel to and from work and the 
accommodation of workers employed at a distance from their 
homes. 

* Thus all those efforts whether made by employers of 
labour, the State, the trade unions, or by social agencies whose 
object Is to improve the health, well-being and industrial effi 
oienoy of the worker come under this head. Welfare work may 
be broadly divided into two categories : 

(1) Amenities and services provided inside the factory, 
Which may be oalled as intra-mural welfare work, and 

(2) services and amenities outside the factory which may be 
called as extra-mural welfare work. 

The Central and Provincial Governments are taking active 
interest in the promotion of labour welfare schemes. During the 
war they started schemes of labour welfare in the establishments 
under their control and management to increase the efficiency of 
production. They have established labour welfare funds in their 
own industrial undertakings. The Government of India set up 
a Welfare Fund Committee, consisting of representatives of 
Government and workmen employed in ihe undertakings to 
administer the Fund. The forms of welfare activities were left 
to the discretion of the Committee. The Funds were to be uti¬ 
lised for providing indoor and outdoor recreation, reading rooms, 
etc. to workmen. 

In 1948-49, Labour Welfare Funds were constituted in 
about 80 Central Government industrial undertakings and a sum 
of sffiout Rs. 1.00,000 was sanctioned as Government contribu¬ 
tion. Representatives of workmen were associated with the 
management of thfese funds which were utilised for providing 
games, reading rooms and other facilities. 
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Effort? are being made to persuade the employers to set 
up welfaie tiu^t fund* m their undertakings an i the question of 
legislation in this connection >t* under consultation. The Stand* 
iug Labour Committee in March 104G decided that any expendi¬ 
ture on labour welfare work, not ot a capital nature actually 
incurred during the pievious year should be ado*ud as deduction 
in income tax assesMnent. 

Many State Governments arc undertaking activities in this 
connection. Labour welfare otficeris have been appointed to look 
after the labour welfaie work. In Bombay, lline are lit diffe¬ 
rent types of labour welfare centres. There is a sclirol for train¬ 
ing labour welfare workers in Brin hay. The Government of 
Bombay decided to conduct classes for training selected workers 
in trade unionism and citizenship. In other States also the 
Government have a separate organization for conducting labour 
welfare work. The U. P. Government have a separate organisa¬ 
tion for conducting labour welfare activities in the province on 
an extensive scale. There are 33 labour welfare centres located 
in all the important industrial towns in the State and they are 
divided into three categories according to their activities. 

Welfare work is also being conducted by the employers; 
but items of labour welfare aic being brought more and more 
under the scope of legislation rather than being left to the good 
sense of the employer. Canteens, eretches, pit head baths in 
mines, etc., have b^on made statutory obligations. Under the 
Employees’ State Insurance scheme, medical aid will no longer 
remain the responsibility of the employers. Provincial and State 
Governments are actively entering the field of labour welfare by 
providing welfare centres in industrial areas. There is, however, 
still much M'i»pe for employee to provide amenities for the 
worker’s welfare. An account of the activities of the different 
employers in different icdu$tiinl centres will be outside the scope 
of this brief survey. 

Labour welfare work is-also being conducted by workers* 
organisations. The textile Labour Association of Ahmedabad 
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runs several dispensaries and maintain* a maternity home, 
where in 1047-48, 378 confinements took place and over ten 
thousand women and children were attended to as outdoor 
patients. A number o schools weie run in the past for the 
education of the children of the workers whioh were handed 
over to the Municipality with the introduction of compulsory 
primary education. In backward localities it is still maintain¬ 
ing schools. 

As the scope of labour welfare work expands, more and 
more amenities will be provided to the workers and labour 
effh iency and efficiency of production are bound to increase. In 
this work there should be clone co operation between the 
workers* the employers and the Government. 

Homing 

The question of providing adequate housing accommo¬ 
dation for industrial workers is of very great inporbance in the 
industrial economy of India. Ill-housing leads to inefficiency 
of industrial labour, and it is, to a very great extent, responsible 
for the migratory character of Indian labour. The problem of 
housing is acute in big industrial towns where land is either not 
available or where land values have gone very high. The 
houses put up by private individuals are the worst. Their rents 
are high and few amenities of life are available there. Generally, 
this type bf housing accommodation is not conducive to the best 
interest of the workers. The houses put up by the employers 
are the best: but they are not enough to provide accommodation 
to the entire labour force. In the interest of labour efficiency, 
it is necessary that the Government and looa) authorities should 
play their part in providing housing accommodation for the 
workers. 

In April, 1948 the Government of India announced as 
part of their industrial policy their decision to construct one 
million workers* houses in ten years and to constitute a housing 
Board for the pnttmse. The cost was to be shared between 
Government, employers and labour and the share of labour was 
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to be recovered in the form of rent. The Central Government 
was to advance loans for capital expenditure and the recurring 
charges were to be shared by workers, employers and the 
Government. Provincial Governments were also to advance 
loans. The central Government’s loans were to be free of 
interest and were to be repaid by the provincial governments 
in a period of 25 years by building up a sinking fund for the 
purpose. The Provincial Governments would obtain the 
approval of the Central Government regarding the standard of 
housing. The employers’ contribution will be in the form pf 
rent for quarters allotted to their workers and the rent was to 
be charged to the extent of three per cent, of the total cost. The 
contribution of the employees will be in the shape of rent for the 
quarters allotted to them. The rent of each house would be 
about 10 per cent, of a worker’s wages. 

The above scheme is receiving the attention of the Pro¬ 
vincial Governments. In Bombay State an Act was passed In 
1949 under which the Bombay Housing Board was set up in 
January, 1949. A programme for constructing 9,500 tenements 
at a cost of Rs. 5} orores has been approved by the Govern¬ 
ment. The Government of India have taken up the question 
of improving the housing accommodation in the coal mines also. 
For this purpose, the Coal Mines Labour Housing and General 
Welfare Fund has already been set up. It is necessary in the 
interest of labour efficiency to provide adequate and suitable 
housing accommodation for industrial workers in the country and 
in this connection the Central and State Governments, local 
authorities and employers and workers’ organisations should 
co-operate. 



CHAPTER XL 


TRADE UNIONS IN INDIA 

Trade unions are associations of workers which are formed 
to impinve their bargaining capacity and to safeguard their 
interest. In one tense, the term ‘trade union’ refers to he 
association of employers and workers both; but this terra applies 
specially to the association of workers. Trade unionism in India, 
as in other countries, has been the product of industrial deve¬ 
lopment. The origin of the Indian labour movement can be 
traced to the year 1800, when the Bombay Milibands' Association 
was formed. But this did not survive and, before World War I, 
labour organisation did not extend beyond the better-paid rail¬ 
way employees and some classes of Government servants. A 
large number of organisations was formed as a result of the 
industrial unrest which prevailed during the period following the 
termination of world war I, when workers expert) need great 
economic difficulties. The leading industries were yielding high 
profits, but wages lagged behind prices und the conditions of 
labour were harder than before. The world-wide uprising of 
labour oonsoiousneas extended to India, whore the workers also 
awoke to their disabilities in res pee, of wages and hours of work. 
1 he establishment of the lnternuti ntal Labour Organization in 
1919 and of the All India Trade Union Congress in 1920, the Swaraj 
« Movement of 1921-24, and al>o\o all, the success of the strikes 
which occured in that period influenced the growth of trade 
union movement in India. The legislation of 1926 also contri¬ 
buted to its growth. Under this legislation, employers’ organi¬ 
sations are also included in the term trade unions. The progress 
of the labour movement is indicated from the fact that iu 1927- 
28. the number of registered trade unions in India was 29, 
whereas in 1947-48 this number rose to 2,666. The number of 
unions from which returns were received under the Act in 1927-28 
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w«s 28 which in 1947 -48 rose to 1,628. The total membership 
of the unions from which returns were received in 1927-28 was 
1,90,619, while the corresponding figure for 1947-48 was 
16,02*929. Thus of the 2,666 registered unions at the end of 
1947-48, only 1,628 or about 61 per cent, submitted animal 
ieturns. Those unions comprised both of workers' and employers 9 
organisations. The number uf employe!s’ organisations was 72 
and their membership was o^er 11,000, while the number of 
workers’ organisations was 2,594 and lheir membership was 
10,51,807. Women formed 0*2 per cent, of the total membership 
of the unions submitting returns in 1947-48. 

In regard to the growth ol membership in different States, 
i( may be Haul that in 19 47 48 1,561 unions submitted returns 
and their total membership was 18,48,748. Of these, the three 
most industrialised provinces ol West Bengal, Bombay and 
Madras accounted foi 69 per cent, of the unions submiting 
ictuin.s and about 75 ol the membership. The average member¬ 
ship pei muon was 1 he highest in Bombay, being 1 287 and the 
lowest in E.n-i Punjab, being 252. H we take the figures indus¬ 
try wise, wp find that about It) pm cint. of the unions were 
cornu cit'd wdh railways ami transport and accounted foi 24 per 
cei^t. of the membership. In 1927-28, the iiuomc ot workers’ 
unions was about Rs. 57 lakhs.* 

The Ail India Trade Union Uonness \vh* founded in 1926 which 
marked the iiis* recognition of the common intercuts of labour 
throughout the country. If. has held annual sessions in various 
centres and has served as u meeting place for trade unions, an i 
platform for the enunciation of labour policy and ah a link 
between trade unionism in India and in Europe. The contribu¬ 
tion of trade union leaders in all international labour conference* 
gave encouragement arul unity to the movement. In 1929, the 
AH India Trade Union Federation was formed as a result of a 

* these hgure* ate based on the Indian Labour \ tar Hojk.. 1948—49, 
(..hapici IV. 
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split in the All India Trade Union Congress. In 194*6, there 
were two India-wide organisations of labour! namely* the All India 
Trade Union Congress and the Indian Federation of labour. 
The former was found to be more representative. In 1947, the 
Indian National Trade Unions Congress was formed and it put 
in a claim that it oould command the confidence or loyalty of a 
very large number of properly organised trade unions and that 
as such it was the most representative central organisation of 
organised labour in India. Hence it asked the Government to 
recognise its claim. The Government of India conducted an 
enquiry in 1948 to ascertain whether the All India Trade Union 
Congress or the Indian National Trade Union Congress was the 
most representative organisation of organised workers in India. 
It was found as a result of that enquiry that the membership of 
the former was over 815,000 and that of the latter it was over 
973,000, Hence the Government recognised the Indian Nation¬ 
al Trade Union Congress as the moat representative organisation 
of workers and in this capacity it gets representation in national 
and international conferences. In 1948, a new All India organi¬ 
sation called the Hind Mazdur Sabha was formed and in 1949 
the United Trade Union Congress was formed. Thur in 1949 
there were four India wide organisations: The Indian National 
Trade Union Congress having 847 unions affiliated to it with a 
total membership of over 10 lakh workers, the All India Trade 
Union Congress, having 754 unions affiliated to it with a member* 
ship of about 7| lakh workers, the Hind Mazdur Sabha having 419 
unions affiliated to it with a membership of over 679 thousand 
workers and the United Trade Unions Congress having 254 unions 
affiiated to it with a membership of about 932 thousand workers. 

The labour movement is suffering from certain defects 
which must be removed. Firstly, the migratory character of 
Indian labour is a great handicap. Those who are frequently 
leaving the industrial centre and changing their employer are 
not likely to maintain a close interest in any organisation. 
Moreover, the fact that* so many workers look forward to an 
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ultimate escape from industry tends to diminish their enthu 
siasm for efforts to improve their condition. Wages in India 
are low and the poverty of the worker, particularly when he is 
hardened with debt, is a great handicap. Hence few unions can 
secure adequate funds without external assistance. Diffeienoes of 
language aud race also add to the difficulties. The fact that many 
unions depend upon the employers for funds is a great weakness, 
for this gives control to the employers over trade unions. More¬ 
over the fact that the employers help the unions in getting funds 
from members by making deductions from wages undermines the 
independence of the latter. No amount of encouragement From 
employers or of assistance from the State can infuse life into 
unions which have nothing vital in themselves. True vigour can 
only come from within. Hence it is necessary to provide brain¬ 
ing to the members. Meetings should, therefore, be frequent and 
regular branch meetings are of more value than the infrequent 
mass meeting, which has little permanent effect. At present, 
most unions are hampered by having too limited a scope and 
activities. Hence it is necessary that the sphere of activities af 
trade unions should be widened. The selection of fresh activities 
must depend upon local circumstances. Unions must engage 
themselves in constructive work. There should bean extension of 
oo operative credit and co-operative stores through trade unions. 
They should pay attention to the education of the workers. 
They should open reading rooms and libraries and start physical 
culture centres. They should also impart knowledge of labour 
legislation among the members. 

It is necessary that labour leaders should be drawn from 
the ranks of labourers themselves. The unions depend for their 
tenders on social workers, lawyers and public men. “A few of 
these have interested themselves in the movement in order to 
secure private and personal ends.'** 

The majority, however, are actuated by an earnest desire 
to help labour. It is necessary that labour leaders should be 

* See page 328, Report of the Royal Commission on Labour in India. 
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persons who have themselves been woikers. The lenders drawn 
from outside the world of labour are handicapped in serial 
directions. They do not have a complete knowledge of the, 
technical details of the industry and cannot hope to meet the 
emplover on equal terras in this respect. Their training makes 
it difficult for them to feel that complete sympathy with labour 
which is the inspiration of those “who have gone through the 
mil]”. It is, therefore, neoessary that labour leaders should 
be persons who have themselves been workers, and they 
should be paid. Training should be provided to them. It 
should begin before the selected tnan leaves his employment. 
In larger centres, it may be possible to start small study circles 
for groups of four to six men. The universities in the loading 
industrial centres could strengthen their contact with the 
industrial life of the country by conducting evening classes. The 
larger trade unions should also tr\ to a-^iqi in this connection 
To such persons as are willing to affoid time, studentships 
should be granted at universities or colleges to provide 
opportunities for wider training. In this wav, labour leader* 
should be drawn from the working class. 

The growth of the trade union movemeut will be a great 
advantage to the worker, the employer and to the society. The 
need of organisation among Indian workmen is great and only 
a strong trade union movement will give them adequate pro¬ 
tection. Legislation can act as a palliative and prevent the 
graver abuses, but there are strict limitations to the power of 
Government and the public to protect workmen who are unable 
to protect themselves. The advantage of labour laws can be 
taken with the assistance of organised unions. Machinery like 
industrial tribunals and conciliation boards can help labour, but 
its operation is seriously hampered without organisation. As 
the Royal Commission on Labour in India observed, "It is in 
the power to combine that labour has the only effective safe¬ 
guard against exploitation and the only lasting security against 
inhumane conditions.”* 

* Src Report, page 322. 
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Labour is not the only party to benefit from the develop* 
meat of the trade anion movement. Employers and the public 
would also be benefited. The growth of a healthy movement 
will imply co-operation between the organised workers and the 
employers. It will mean increased production and industrial 
peace) whioh will be benefioial to the employer and the public 
alike. 



CHAPTER XL1 
INDUSTRIAL DISPUTES 

At this stage of India’s industrial history it is unnecessary 
to emphasise the importance of taking measures to ensure in¬ 
dustrial peace. Industrial disputes cause a loss of eoonomic 
welfare. They leave a bitter atmosphere behind which makes 
the smooth working of the industrial system difficult. Hence 
there is a growing anxiety to find methods of preventing the 
occurrence of strikes and lock-outs and securing their speedy 
termination when they occur. We may briefly review the 
course of industrial unrest in India and thereafter attempt to 
analyse the causes of industrial strife and then suggest methods 
to deal with industrial disputes. 

Industrial disputes may be strikes or lock-outs. A strike 
is a move on the part of the workers not to go to work 
till their demands are met. A lock-out is an act of the em¬ 
ployers to close the place of work till the workers are prepared 
to resume work on the terms and conditions given by employers. 

In either case the intention of the party concerned is to secure 
better conditions for itself and, therefore, the act is temporary 

Before World War I, a strike was a rare occurrence in 
Indian industry. Strikes took place occasionally on the rail¬ 
ways and in other branches of industry; but to the majority of * 
industrial workers the use of the strike was almost unkown. 

In case the workers found conditions in industry hard, they 
came back to their villages to escape them. The end of the war 
saw a great change. There were many strikes in the latter years 
of the war and after its close. The realisation of the potentiality 
of the strike in the existing situation was the main oause, and 
this was assisted by the emergence of trade anion organisers, by 
the education whioh the war had given to the masses and by a 
seal city of labour caused by the expansion of industry, 
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In 1921 570 stoppages of work began, involving 600 thou* 
sand workers and there was a loss oF 70 lakhs of working days. 
The number of stoppages declined subsequently> but in 1928 
there was again a serious recrudescence of the industrial malady 
when the Bombay textile industry was almost paralysed. The 
following table gives the number of work-stoppages due to in¬ 
dustrial disputes, the number of workers involved, the number 
of man-days lost, etc., during the years 1939-to 1948. * 


Industrial Disputes in India, 1939 to 1948 



No. of 

No. of 

No. of 

Average 

Year 

stoppages 

workers 

man-days 

duration 



involved 

lost 

(No. of 




# 

days) 

1939 

406 

409,189 

4,992,795 

12.6 

1940 

322 

452,539 

7,577,281 

16.7 

1941 

359 

291,054 

3,330,503 

11.4 

1942 

694 

772,653 

5,779,965 

7.5 

1943 

716 

525,088 

2,342,287 

4.5 

1944 

658 

550,015 

3,447,306 

6.3 

1945 

820 

747,530 

4,054,499 

5.4 

1946 

1,629 

1 961,948 

12,717,762 

6.5 

1947 

1,811 

1,840,784 

16,562,666 

9.0 

1948 

1,259 

1,059,120 

7,837,173 

7.4 


It is clear that after the close of the Second World War 
there was considerable industrial unrest reaching a peak level 
in 1947. Comparatively, the year 1948 showed an improvement 
in the situation, the number of disputes declining by 30.5 per¬ 
cent; the number of workers involved by 42.5 per cent, and 
the number of man-days lost by 52.7 per oent. as compared to 
the previous year. The average duration of the disputes declined 
from about 9 days in 1947 to 7.4 days in 1948. The year 
1949 started with intense labour unrest especially in the central 
sphere undertakings. Workers in railways, posts and telegraphs, 
ports and other sectors to whom the Central Pay Commission’s 

* Compiled from the Indian Labour Year Book, 1948*49, page 140. 
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recommendations were applicable were agitating for an increase 
in the dearness allows nee as recommended by the Fay Com¬ 
mission. The Government of India finally announced an 
increase of Rs. 10 in the dearness allowance for those drawing 
less than Bs. 250 per month. The abolition of grain shop 
facilities was also a source of dissatisfaction among the railway 
workers. The Indian Railwaymen’s Conference which met in 
Calcutta on Feburary 12, 1949 decided to serve a notice on the 
Government for a genera) strike on March 9, 1949. Subse¬ 
quently, the proposal was turned down by the All-India 
Bailwaymen’s Federation. Again in 1951, the AIMndia Rail- 
awymen's Federation has served the strike notico in connection 
with railways, and the Government have issued an Ordinance 
declaring strikes in essential services as illegal. 

Causes 

Rome particulars of the approximate causes of these 
disputes are available, which are classified by the Government 
of India according to the principal demand of the workers. 
This information shows that between 1921 and 1928 in 976 
disputes the principal demand related to the question of pay 
or bonus and in 425 to the question of personnel. In the latter 
cases, the demand was normally for the reinstatement or 
dismissal of persons. 74 strikes were concerned with questions 
of leave or hours of work and the rest were unclassified in 
respect of the demand made.* but of 1,259 disputes In India in 
1948 in 383 the principal demand related to the question of 
wages, in 112 to the question of bonus, in 363 to the question of 
personnel and in 110 to the question of leave and hours of work; 
while the remaining 279 were unclassified in respect of the 
demand made. 528 disputes were classified as unsuccessful, t 

Wider Economic Causes 

Behind immediate causes like the above, there are wider 
influences at work. The great outbreak of strife after World 

■ Sec Report of the Royal Commission on Labour m India, page 354. 

! See The Indian Labour Year Book, 194S-49, page 140. 
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War I had obvious economic causes; a rise in wage level was 
overdue, and the workers awoke to the disabilities from whlksfa 
they suffered in respect of long hours and other matters* By 
the end of 1922 the position was again mote or less stabilised, 
hours had been reduced, conditions had improved and wages 
had risen, prices had fallen considerably from the heights attained 
in 1920 and 1921, and the post-war boom was over. Conditions 
began to worsen in 1928 and theienftei, the gieat depression 
began, which was characterised oy retrenchment of staff and 
reduction in wages. In the period after the Second World War, 
there has been a great rise in the eoet of living index and the 
workers have demanded a rise in wages and an increase in bonus. 
Endeavours on the pait of employers to tesist same to adjust 
their costs to prices have led to disputes. 

Sometimes causes unconnected ivith industry have been 
responsible for disputes. There are the stoppages known as 
hartals , which are often meant as protests against acts in which 
♦he employer may have had no share, e. g., action by Govern¬ 
ment or by the police. In times o 1 political ferment, such as 
the twenties of this century, they tend to become frequent, and 
though they may be short-lived, they cause in the aggregate 
appreciable dislocation of industry. 

At times, political and other influences are also responsible 
for industrial disputes. \ few strikes were organised by political 
leaders; more frequently opponents of Government used their 
influence to intensify disputes which were economic in origin. 
This was so in the twenties of this century and also in the 
period after the Second World War. The spread of communism 
has also affected the workers in certain places. There have 
also been strikes in which some of tl ose acting with the workers 
were also interested in the influence of the strike upon commo¬ 
dities and share"markets. “But although workers may have been 
influenced by persons with nationalist, communist or commer¬ 
cial ends to serve! we'^ believe that there has rarely been a strike 
of any importance which has not been due, entirely or largely, 
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to economic reasons/’* This is as true to day as it was before* 

Methods adopted 

Various methods have been adopted to prevent the occur¬ 
rence of disputes and to resolve them when they arose. The 
industrial unrest which followed the close of the First World 
War led to an examination of methods adopted in other 
countries, and especially in Great Britain. Among these, the 
institution of works committees received attention at an early 
stage. Such committees were formed in concerns run by 
Government and under private enterprise. This method did 
not prove successful. Firstly, many employers believe that 
suoh committees will provide a substitute for trade unions, and 
they are naturally regarded by trade union leaders as rival 
institutions deserving of no encouragement. These committees 
can play a useful part in the Indian industrial system, if they 
are properly encouraged and if the past errors are avoided. The 
defective education of the worker in India puts a handicap on 
these committees which is not present in the West. Where a 
trade union exists, the employer should seek its co-operation in 
establishing such committees. This it done under the Indian 
Trade Disputes Act, 1947 and also under the provisions of the 
Industrial Relations Bill. The latter provides that Government 
may require an employer to constitute Works Committees, which 
shall consist of representatives of the employer and the em¬ 
ployees employed in that establishment. On bucIi committees 
the employer a~d the employees are to have equal representa¬ 
tion. The representatives of the latter shall be chosen ir 
consultation with a trade union, if any. The Committee wil 
promote measures for securing and preserving amity and good 
relations between the employer and employees, for increasing 
production, and for promoting the settlement of any labour 
dispute that may be placed before such committee by the 
parties to the dispute. 


Sec page 335 of the Report of the Royal Cocnmiwton oti Labour in India. 
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The Ahmedabad Machinery 

The Royal Commission on Labour in India referred to the 
Ahmedabad Machinery for regulating relations between em¬ 
ployers and their workpeople. In 1920, a permanent arbitration 
board was formed, consisting of one nominee each of the two 
Associations, one representing labour and the other the 
employers. Gandhi Ji represented labour on this Board, It 
was Gandhi Ji’s influence and his unique position, which contri¬ 
buted to the success of the scheme. 

According to the Royal Commission on Labour in India, 
“The attempt to deal with unrest must begin rather with the 
creation of an atmosphere unfavourable to disputes than with 
the machinery for their settlement. It is precisely here, in our 
view, that Indian industrial organisation is weakest.” * Indus¬ 
trial unrest in India is due to the lack of contact which too 
often exists between employers and employed. Hence every 
effort should be made to bridge the gulf. This lack of contact 
is due to several factors in the Indian industrial system. Firstly, 
the management and supervision of industry are in the hands of 
men not only of a different class but also of a different race 
from those of the workers. Many of the firms which control the 
larger industrial establishments are British, and even where the 
control and management are Indian, 'it is the exception for the 
management and the workers to belong to the same race. 9 
According to the Royal Commission on Labour in India, 
Ahmedabad is the only one among the larger industrial centres 
where the bulk of both the employers and the employees are 
drawn from the same part of India, and it is significant that in 
Ahmedabad there is greater understanding, if not sympathy, 
between employers and employed than is usual elsewhere. In 
Bengal industry is mainly in the hands of Europeans and, to a 
less extent, Bengalis and Marwaris, while the workers are drawn 
mainly from up country. In Bombay the workers come largely 
from Maharashtra and the Konkan, while the employers are 

* See Ibid, page 340. 
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mainly Pams, Gujeratis and Europeans. In Jf^hedpur the 
control of policy rests mainly in Bombay, over a thousand miles 
away and the managing staff at the works is mainly American 
and British. Conditions may have changed a little in respect 
of foreign control sinoe the report of the Royal Commission on 
Labour in India was written; but in respect of broad foots in 
this connection they remain the same. 

There is also the difficulty of language. The employer or 
manager speaks a language different from that of the workers. 
Owing to the illiteracy of the workers, it is not possible for the 
management to convey written orders and rules directly to the 
rank and file. The managers delegate some of these functions to 
subordinates and thus interpose unreliable links between them¬ 
selves and their men. The foremen can even dismiss and engage 
workers. As a rule, the management depends on such men 
both for its knowledge of the minds and desires of the employees 
and for the interpretation to them of its own orders. Where 
this is the practice, it is almost impossible for the management 
to reach any stable understanding with the workers. There is 
a strong tendency for the intermediary, who is responsible for 
transmitting both orders and complaints, to colour them in the 
process from his own particular point of view. Hence in many 
oases the worker feels chat it is useless for him to appeal to any 
authority higher than the man immediately above him. This 
is so where the management is imperfectly acquainted with the 
language of the men. In many factories the sardar owes much 
of his power to the fact that no one above him speaks fluently 
the tongue common to him and the men under him. Hence it 
is necessary that the management should secure direct oontaot 
with the employees. 

One of the methods of establishing this oontaot is the 
formation of works committees, which has been discussed above. 
The second method is the appointment of labour officers, who 
should replace the sardar, and they should be appointed for their 
education and ability rather than for technical training. Ques- 
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tions of leave, appointment, dismissal of workers and other 
'matters should be left to them. In Uttar Pradesh, there is a 
scheme for the training of labour officers, which ought to go a 
long way in achieving the object. 

Value of Internal Settlement 

We now refer to the question of the settlement of disputes. 
Here it is necessary to emphasise the importance of maintaining 
machinery for settlement within an industry. Public attention 
in our country has naturally been concentrated on securing 
external machinery for settling disputes, i. e., some authority 
either entirely or partly independent of the industry concerned. 
At times, such authorities can be of great importance, but they 
cannot replace machinery established within an industry to 
deal with disputes as they arise. The external tribunal can be 
invoked at a late stage when a dispute is imminent or has broken 
out. By this time, the parties have taken up positions from 
which it is difficult to recede, the spirit of compromise has 
disappeared, and an element of bitterness and exasperation 
has arisen which makes settlement difficult. Moreover, the 
external tribunal has to acquire its knowledge of conditions and 
at best thiB must be partial; those within the industry start with 
a better appreciation of the basic facts than any external 
authority can acquire. Finally, the task of conciliation, to be 
fully effective, must continue after a dispute has ended, and the 
work of an external authority cannot cover this stage. 

The establishment of joint machinery for settling disputes 
requires some degree of organisation in the industry. In the 
larger industries and the main oentrea, the organisation of 
employers is adequate for the purpose, but the organisation of 
the employees is weak. In many centres, however, it would 
suffice to make a start, and the working of joint machinery 
would go far to strengthen the bettor elements and to increase 
that sense of responsibility in trade unions which so many 
Employers are anxious to develop. The broad lines of organisa¬ 
tion should include not only some joint committee within the 
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individual establishment, but also a larger body representative 
6? both slides of 'the industry in the centre can<&ffAe()r *The 
smaller body may be identical with the works committee and 
would deal with disputes affecting the single establishment! The 
larger body would deal with more general questions, and "might 
also act as an ndviboiy appellate body in respect of r disputes 
which are confined to one establishment. In all industrial 
differences, lime is of great importance. There must be some 
security that disputes will be settled piompbly. 


Labour Relations Bill 

Mention must also be made of the trade disputes legislation 
which has been passed in India to deal with disputes. It has 
been discussed in Chapter 38 above, Heie reference must be 
made to the Labour Relations Bill of 1950, which is a compre- 
hensive piece of proposed legislation to regulate rclalions between 
labour and capital, tt'lays emphasis both on internal settle¬ 
ment of disputes and also on the creation of external machinery. 
It makes provision for several authorities to be appointed by 
Government. 

There is provision foi the appointment of Registering 
Officeis for registering standing orders. The employer will 
have to submit five copies of the draft of the standing orders for 
his establishment. The registering officer shall invite objections 
of the employees, and he may confirm or modify them. Such 
orders shall be prominently posted by the employer in English 
and in a language understood by the majority of his employees 
on special notice boards. ' 

Where a dispute has arisen or is likely to arise, qne of the 
paities may send a notice to the other requiring the latter to 
enter into negotiation within seven days of the receipt of the 
notice for settlement of the dispute. On receipt of the notice, 
the party concerned has to indicate the demands acceptable to 
him. In the case of a dispute in a public utility concern^ 
negotiations have to be concluded within fourteen days and in 
other cases within s©\ eu days of the date of com n^ncerqent. Pbe 
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Conciliation pfficer bas to submit his report within a certain 
period <^f timp. If no settlement has been arrived at, the 
Conciliation Officer has to submit to the Chief Conciliation Officer 

* wifi * * ^ \ l 

and the appropriate Government report about the facts con, 
nected with the dispute and the reasons whv ^settlement could 
not be arrived at. 

There is provision for collective bargaining. Establish¬ 
ments can be notified as being appropriate for collective bargain¬ 
ing. Trade Unions can be certified as bargaining agents on 
satisfying certain conditions, The certifying bargaining agent 
may send a notice to the other party setting out the demands 
to be accepted by the other party and requiring the latter to 
commence collective bargaining within seven days. 

The Government may also refer a dispute to a Board for 
promoting the settlement or to a Tribunal for adjudication. It 
may also be leaned to the Commission for enquiry It shall be 
- tWe duty of the Board to try lo bring about a settlement by 
doing all it can for that purpose \Vhere settlement bas been 
arrived at, a report is to be made to (he Government concerned 
together with a memorandum of the settlement of the dispute 
signed by the parties concerned, which has to be registered If 
there is no settlement, a report together with recommendations 
has to be made to the Government. 

The disputes in public utility services can be referred to a 
4 Tribunal. There is provision for standing Conciliation Boards. 
They shall have jurisdiction for promoting the settlement of 
disputes in a particular area or class of establishments Such 
Boards are to investigate the disputes and try to bring ahout 
settlement of same and in any case they have to report to the 
Government concerned. Labour Courts and Labour Tribunals 
can also hear the disputes. The Award of the Tribunal has to 
^be published by the Government witlun a certain period of time. 
There is provision for mahmg appeals to Appellate Tribunals 
also where questions of law r are concerned or the award relates 
to questions pertaining to wages, bonus, etc. 
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There is provision tor conditions precedent to strikes and^ 
lockouts. There is to be no strike until the employee or the 
certified bargaining agent has entered into negotiations for col* 
leotive bargaining with the employer and the efforts have failed. 
In the case of a public utility service, it is necessary that notice 
should be given on the failure of the negotiation or the collective 
bargaining to the employer. Similar conditions have to be satisfied 
by the employer in the case of lock-outs. Where a notice of strike 
or lock-out has been given, no party shall enter the dispute within 
fourteen days of giving such notice or before the expiry of the 
date of strike or lock-out given in the notice, or after the expiry 
of six weeks from the date of giving such notice. No notice of 
strike or lock-out shall be given:— 

(a) during the pendency of any conciliation proceedings 
before a Board or Standing Boaid and .seven days after the 
conclusion of such proceeding; or 

(b) during the pendency of any proceedings before a Tribu¬ 
nal or the Appellate Tribunal; or 

(c) during any period in which any settlement or collective 
agreement or award is in operation. 

Power is conferred upon the Government to prohibit 
strikes or lock-outs in any public utility service for a period 
not exceeding six months if it thinks it necessary for securing 
the public safety or for maintaining supplies and services 
essential to the life of the community. This notification is to t 
be placed before the Legislative Assembly of the State or before 
Parliament as the case may be in course of time. 

Certain strikes and lock-outs are illegal. The conditions 
under which a dispute is illegal are given below :— 

(a) if it is commenced, declared or continued in contra¬ 
vention of section 95, 96 or 97; or 

(b) it is continued in contravention of an order made under 
the proviso to sub-section (3) of section 96, or 

(c) it is commenced before the expiry of 14 days from the 
date on which the Government announced its decision to make 
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a reference to a Board or a Tribunal for settlement or adjudi¬ 
cation; or 

(d) its object is to inflict severe and general hardship on 
the community; or 

(e) it is commenced or declared in sympathy with any 
other strike or lock out. 

(f) the Tribunal gives an award that go-slow policy has 
been adopted by any party. This policy means any malpractice 
as a result of which production falls appreciably, or there is 
marked deterioration in the quality of the produce, or there has 
been a partial or total breakdown of the machine parts in that 
establishment. In illegal strikes and look-outs, the employees 
will forfeit the claim to wages, leave, bonus, etc., for the strike 
period and the employer will have to pay to the employees 
wages at the rate of twic A their average pay. 

This piece of legislation is a marked improvement over 
the existing legislation in respect of the settlement of labour 
disputes. 

Industrial Truce 

Reference may also be made to the industrial truce reso¬ 
lution passed at the Tripartite Conference of the representatives 
of the Government, employers and employees held in December, 
1947. This resolution emphasised the need of co-operation 
and friendly relations between labour and employers for in¬ 
creasing production which is so vital to the economy of the 
country. The employers were to recognise the importance of 
labour in industry and the need to secure fair wages and work¬ 
ing conditions for labour. Labour was also to recognise its duty 
in contributing to the increase of the national income without 
which a permanent rise in the standard of living cannot be 
brought about. The common aim of employers and employees 
should be to determine disputes by discussion without recourse 
to interruption in production. Excessive profits were to be 
prevented to saffguaid the interest of the consumer by taxation 
and other methods. There should be provision for payment of 
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fair wages to labour and for fair return on capital employed in 
industry after providing for reasonable reserves for the mainte¬ 
nance and expansion of the undertaking. 

The conference recommended the following methods to 
attain these objectives : 

(a) The fullest use should be made of the machinery for 
settling the disputes in a peaceful manner, and where it ddes 
not exist, it should he created without delay. 

(b) Labour should be associated in all matters concerning 
industrial production by forming central, regional and unit 
production committees. 

(c) Works committees should be formed in each industrial 
undertaking, representing management and labour for settling 
day-to-day disputes. 

(d) To improve the standard of living of workers, imme¬ 
diate attention should be devoted to housing of industrial labour, 
and the cost thereof should bo shared between Government, 
employers and labour The share of labour should be in the 
shlape of reasonable rent. 

The Government oF India accepted the Resolution in their 
statement on industrial policy issued in April, U)48. They 
also depided to set up machinery to function at different levels, 
central, regional and unit. “At the Centre there will \>e a 
Central Advisory Council, which will cover the entire field of 
industry, and will have under it Committees for each major 
industry. These committees may split up into sub committees 
dealing with specific questions relating to the industry, e. g., 
production, industrial relations, wage fixation and distribution 
of profits.” The Union and State Governments are giving 
effect to the industrial resolution. 



CHAPTER XLII 
INDUSTRIAL PLANNING 

The primary aim of industrial planning is to raise the 
cuunomic efficiency of the country to a level at which employ¬ 
ment would be provided to every person according to his 
capabilities. Unemployment should be reduoed to the minimum 
and a progressively rising standard of living should be secured 
for the people of tho country. laving standards in India are 
low and there should be an increase in the national income to 
improve them. Our power to produce commodities and income 
must increase. Under a planned system of economy, it should 
be possible to build up in every part of the country a reason¬ 
able standard of Bubsistem e, rest, recreation and culture which 
have been placed at the disposal of people in other countries 
with the advance of science. 

The requirements of our own undeveloped country are 
many and various A considerable increase in production is 
necessary both from agriculture and industries. There should be 
enlightenment through education. It is necessary to create 
more gainful activities and employment for the people. They 
should have larger income and a rise in the standard of living. 
The best rtn cdj known to secure a rise in the standard of living 
is industrial dev dejment. Heave industries are of great im¬ 
portance at the present stage of India’s economic development, 
but lighter ones should also be actively promoted. An attempt 
must also be made ti uduce the present excessive overcrowding 
of population on agriculture by transferring a large portion of 
it to industries and other non-agricultural pursuits. Agriculture 
must be developed on modern lines. 

In the past India was a dependency, and Government did 
not encourage development plans as a rule. With the advent of 
freedom those shackles have been removed and we an* iieeto 
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plan our economy according to our own needs. One of the 
assumptions underlying the Bombay plan published in January 
1944 was the establishment of responsible Government both at 
the centre and in the provinces to take decision in consonance 
with the needs of the people of the country. This assumption 
has been fulfilled. In the past, there were two omissions on 
the part of the Government of India in the period before in¬ 
dependence. Firstly, there was disinclination to foster industries 
and adequate statistics were not maintained. In all progressive 
countries an energetic industrial policy and reliable statistics 
are regarded indispensable for economic development. The 
Government of India are now paying attention to both these 
factors. The Statement on industrial policy of April, 1948 
enunciated the policy of the Government of India towards 
industries and emphasis has been laid therein un mixed economy, 
Attention has also been paid to the maintenance of reliable 
statistics by setting up a statistical bureau which will work in 
co-operation with the planning Commission recently established 
by the Government of India. 

There is no dearth of plans in the country. Many of them 
have been prepared, the most prominent of which is known as 
the Bombay Plan, under which provision was made for an 
expenditure of Rs. 10,000 crores in 15 years to double the 
inc ome and appreciably iaise the standard of living of the people 
of the country. Two thirds of the expenditme was to be in 
curred on productive undertakings. 

What is necessary is a close examination of the political, 
eoonomic and sooiat aspects of the country’s situation which 
should be taken as a basis for industrial planning. The needs 
of the country have to bo examined in a comprehensive and 
courageous manner. The practice of sanctioning individual 
schemes is not proper. In the past, and to a certain extent 
even to-day, piecemeal schemes are being promoted. What is 
necessary is that an all-round development of economic condi¬ 
tions has to be contemplated and emphasis must be laid on the 
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| modernisation of agriculture, the development of heavy ohemi* 
reals and basic industries and the provision of mass education 
'*so that people may be trained to improve production. Emphasis 
must be laid on the development of large-scale and cottage 
industries. 

During the war period, the Government created a plan* 
ning department and appointed a new member of the Govern¬ 
ment to be in charge from August, 1944, A report was also 
issued on the work done since the planning of reconstruction 
began; but the aims and objects of Government were not 
clearly defined. The developments in the provinces proceeded 
piecemeal. 

Certain basic factors of industrial planning must be 
recognised in any plan for the economic development of the 
country. Firstly, there must be provision for a rise in the 
national income and living standards of the people. This 
implies the laying down of a time table for achieving the targets. 
Some authority must fix the targets regarding the provision of 
housing accommodation, medical facilities, agricultural develop¬ 
ment and the availability of the basic needs of the people. This 
waB done under the Bombay plan, when targets were laid down 
for the first time and the means and methods of achieving them 
were indicated. The Bombay Plan laid emphasis, on the provi¬ 
sion of 30 yards of clothing per head per annum, the availability 
of one hundred square foot of housing accommodation for every 
person, the provision of adequate medical facilities and cultural 
amenities of life. In the sphere of distribution, social security 
»as to be provided t » the people and the zamindari system 
was to be abolished. A system of mixed economy was contemp¬ 
lated in which private enterprise and Government operation of 
industries were to go on side by side. Such targets have to be 
laid down in any scheme of planning today. 

Any planned system of industrial and national economy in 
India today must take cognisance of the great social changes 
that have followed the partition of the country. Millions of 
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people have been uprooted and they have not. yet been resettled* 
This is a grave menace to the eoonomio development of the 
country and any economic plan must be based on a recognition 
of tills important social factor. These displaced persons must 
be properly settled so that they may remain contented and be 
able to pub in their best for improving Indian economy. 

In any scheme ol industrial planning adequate attention 
must also be paid to the balanced growth of economic condi¬ 
tions in the country. The excessive dependence of the people 
on agriculture must be removed. This is possible only when 
large-scale, small-scale and cottage industries are developed 
along proper lines. In other countries, cottage industries support 
a large pmp u tion ol the population. It in possible to utilize 
local talent and local resources tkiougb the development ol 
cottage industries and therefore great attention must be paid to 
their development in any scheme ol developing the industrial 
economy of the country. 

Another important aspect oi industrial development to 
which attention should Le paid at the present time is the in¬ 
adequacy of food production in the country. Agricultural 
development must take note of this fact that India is predo- 
minently an agricultural country and yet she iB unable to 
produce adequate food grains to fe'd her people. Any scheme 
of agricultural development must involve considerable expan¬ 
sion in the area under food crops and in the yield thereof. Great 
attention must, therefore, be paid to irrigation, land reform, 
agricultural education, improvement of agricultural capital and 
the like. 

In any scheme of industrial planning in India, attention 
must be paid to the development of heavy industries. We do 
not produce capital goods which have to be imported from 
foreign countries. We do not produce machinery and machine 
tools. We have, therefore, to spend a great deal of our resources 
in oltaining them from foreign countries and it may not be 
possible for foreign countries to provide fetch things to ub in 
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adequate quantities and on reasonable terras and conditions* 
We must so reorganise our economy that in the earlier stages 
great attention mu*4 be devoted to the production of capital 
poods. This will increase the tempo of oin production in course 
of time and it will also reduce the huge expenditure that has to 
be made of our foreign exchange resources by purchasing goods 
at high prices in foreign countries. 

We have also to take noli of another fact in preparing an 
industiial plan for the country There are certain basic raw 
materials of which there lias been a great deficit particularly 
after the partition of the country. We have to import raw jute 
and law cotton from Pakistan. Efforts must be made to grow 
both these essential materials in our own country. Attention 
must be paid to research work in this direction 

In any scheme of industrial planning, adequate import¬ 
ance must be given to statistics. We cannot plan unless we are 
in possession of facts and figure? about the availability of labour, 
capital and other essential resources. Theiefore, the creation 
of a propel statistical organisation is indispensable and the 
setting up of a statistical hiiienu b> the Government of India 
along with the appointment of the Planning Commission is ft 
step in the right direction. 

There must be an independent planning authority for 
preparing the plans and for giving effect to them. It should be 
able to take decision and to lay down targets, and fuither, it 
should be able to get the co-operation of the people and the 
Government departments. Hence there must bo a close co¬ 
operation between the planning authority and all others con¬ 
cerned so that the work of planning may go on smoothly. There 
should not be a planning authority only at the centre, but there 
must be similar authorities in the States and in local areas 
which should be able to secure the co-operation of the leading 
men and public workers of the various localities. They wil be 
able to secure the co-operation of the people of the localities 
and they will also be able to develop the local resources so that 
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employment may be provided to the people to an adequate 
extent. Such local authorities ought to keep the statistical 
records of the course which economic development may take 
from time to time. 

Another important fact worth noting in connection with 
planning is the regionalisation of industries. Excessive centrali¬ 
sation of industries is a disadvantage from a social and economic 
point of view. Hence in the case of essential consumers’ goods 
industries, efforts must be made to aim at regional self-sufficiency. 
It should be possible to supply essential consumer goods to the 
people of certain localities by developing industries in those 
areas. Of course, it may not be possible to apply this principle 
in the case of the development of basic and heavy industries. 
Such industries must be concentrated in localities best suited 
for them and it should be the responsibility of the Government 
to develop them in consonance with the needs of planning. In 
their cases, it will bo the Government which will find adequate 
capital, technical skill and the other necessary resources. 

Another important aspect to which attention should be 
paid in industrial planning is the fact that our foreign exchange 
resources are being spent at a rapid rate in importing food 
grains into the country. It should be realised that these 
resources should be put to the best possible use and while 
importing capital goods and other goods, attention should be 
paid to prices, quality and other factors, and, as far as possible 
we should import only the basically essential things without 
\ihich we cannot do and which we cannot produce immediately 
or uithin a reasonable period of time in our own country. 

The price policy is another important aspect of economic 
and industrial planning. The Bombay Plan had assumed 
that the pre-war price level would come to prevail; but that 
assumption proved to be unwarranted. The price level in the 
country has a rising tendency and all efforts must be made to 
maintain the prices at their existing level, otherwise the plan 
will be dislocated. Hence planning must be based on the basis 
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of the existing price level. 

In any scheme of planning, controls are bound to continue 
and attention must, therefore, be given to Government machi¬ 
nery. Controls are an indispensable condition for balanced 
economic development; but the system of control under planning 
will be fundamentally different from that prevailing today. 
Controls under planning will be utilized for adjustment between 
the supply and demand for various commodities. The Govern¬ 
ment have also to determine the extent of the financial resources. 
Finance may easily become the crux of planning. Attention 
has to be paid to the various sources of finance, both internal 
and external. But so long as human and material resources 
are available to an adequate extent with reference to the targets 
laid down, the question oi finance is more or less one of adjust¬ 
ments here and there. If necessary, created money may be 
used to a gieat extent to implement planning. In the 
Bombay plan Rr. 1000/- crores were to be raised in the form 
of created money. We should also try to raise external loans 
and the machinery of the International Monetary Fund and the 
International Bank for Reconstruction and Development should 
be fully utilised for this purpose. Such institutions will be 
utilised in respect of raising external finance. The devices of 
loans, taxes and created money should be adequaty utilised. 

Another aspect to which attention must be paid is the 
Rystem of preparing the budget in the planning period. The 
annual budget is the rule today, which is bound to become out 
of date in the planning period. If a five-year plan is to be 
prepared, obviously the system of preparing the budget annually 
will not fit in the scheme of planning. Hence the system of 
budget should undergo a change in the planning period, and 
great attention Las got to be paid to ibis problem. Although 
budget simply in plies an adjustment between the financial 
resources and production, none-the-less this problem must be 
handled very cautiously and carefully. 

Attention has also to be paid to the question of State Vs. 
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private enterprise in any schome of planning. To what extent 
State operation will be utilised and to what extent free field 
will be left for private enterprise are questions which cannot be 
decided merely with reference to ideological considerations. 
They have got to be considered with reference to their practical 
utility. It may not be possible for the Government to raise 
the necessary finance to manage various undertakings. In that 
case, the services of private enterprise have got to be utilized 
to an adequate extent. In the existing State of affairs in India, 
mixed economy probably offers, the best solution. 

The report of the planning Commission presided over by 
the Premier, Pt. Nehru has been released. Tn the first instance, 
a five year economic plan for the country is envisaged. It 
gives top priority to food production and, therefore, irrigation 
projects and agriculture receive the largest allocation of finance. 
Almost one-third of the total outlay of the plan is allocated for 
them. Transport is equally important and it has received the 
next biggest allocation of Funds. The Government, have 
committed themselves to the ideal of a welfare State. The 
Commission has, therefore, made a large allocation to education, 
health, housing and labour welfare. After making allocation 
to these important heads a small amount is left, for industrial 
development for which the agenc y of private enterprise will 
have to be utilised. Hence the Commission has made re¬ 
commendations for encouraging private enterprise in India. 

Reference may also be made to the Oolomboo plan which 
will mean an expenditure of Its. 1,840 ororcs to be spread over 
six years. Of this amount Rs. 1000 crores are to be raised 
internally and the balance whl be obtained by way of financial 
assistance from other countries. The Planning Commission is 
finalising tho details of the development schemes to be executed 
over the five-yoar period. India will receive some assistance 
from foreign countries in the form of capital equipment and 
consumer goods, including food-grains. The sale of consumer 
goods and foodgrains in India will raise finance for local expendi- 
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tuiu on a number of developmental projects. The proceeds of the 
sale of wheat purchased from the U.S.A. will also be available 
for executing some of the schemes and this will help internal 
finance to be raised. The plan involves an investment of 
Rs. 307 crores per annum. The internal mouices will consist 
of taxation, economy in public expenditure and btirowing. 
State revenue together with economies in expenditure are ex¬ 
pected to approximate to about Rs. 490 crores, of which eco¬ 
nomies in public expenditure will account lor Ks. 110 crores and 
subscriptions to public leans will bring uLout Rs. 40 crores a 
year. Sterling balances will be utilised to the extent of 33 
million dollars per annum for six years, which will mean Rs. 280 
crores. The total amount of external finance ol about Es. 800 
crores will be in addition to tlie utilisation of our sterling 
resources. 

To improve Indian economy, planning is indispensable 
and the planning Commission has, in the first instance, pu pared 
a five-year plan to improve the living standards of the masses 
by augmenting production and by improving the system ol 
distribution. Jlconcmic conditions in the country are not 
satisfactory and in pieparing plane a study should be made of 
the piogms of planning in foreign countries. In this connection, 
a study of the methods followed in China under the present 
regime may prove to be a useful guide in some respects. 



CHAPTER XLIII 
THE FIVE-YEAR PLAN FOR INDIA 

In this chapter we shall give a critical review of the first 
five-year plan prepared by the Indian Planning Commission. 
It is a draft outline and the final proposals will be submitted to 
the Government by the Commmission after consulting the various 
interests ooncemed. In the report an assessment has been 
made of the material and human resources of the country 
and an indication has been given as to how they should be 
utilised in a planned manner. 

The plan is divided into two parts. The first part involves 
an expenditure of Its. 1,493 crore s and is expected to restore 
more or less the pre-war availability of essential consumer goods 
by the end of 1955-50 after taking into account the expected 
increase in population over the period. This is to be implement¬ 
ed at all costs. The second part of the plan involves an ex¬ 
penditure of jtSjJMM^gggjgs and is intended to ensure a higher 
rate of development during the next five years. The second 
part will be taken up only if sufficient external assistance is 
available. 

The Commission has laid emphasis on planning in a 
democratic State . This plan is an essential process in which 
in some part eveiy citizen should have the opportunity to 
participate. It derives its essontial character from the Direotive 
Principles of the constitution which visualize an eoonomio and 
social order based on equality of opportunity, social justice, tbe 
right to work, the right to adequate wage and a measure of 
social seourity for all citizens. The Commission points out that 
the ability of Government to plan, to work out eonsistent polioies 
and to implement them effectively is, in a democratic country, 
a direct function of the measure of support and co-operation it 
receives from the public. Such support and co-operation are 
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the leal sanctions behind the plan.^ Economic development 
involves sacrifices in the immediate present and they are to be 
made under a totalitarian system as well as under a democratic 
system. The difference is tint under the latter they are made 
voluntarily on a rational acceptance of the ideals of planning. 
Democratic processes arc more com plicated and they make 
larcrf't demands on the tftate and on the people, but they arc an 
essential condition of growth from within, and they ara 4ourid 
end lead to lasting progress The Commission envisages a 
centrally directed economy hi whu h the State will play an 
active ptrt an l m whish rhe.e will he clos^ co-oporation and 
co-ordination between the public and the private sectors. Private 
enterpiise has to visualise for itself a new role and it has to 
accept a now code or discipline in the larger interest of the 
country. Piivate enierpiise will justify itself only to the 
extent to which it promotes the public uood. The bulk of the 
resources will be employed in developing agriculture, irrigation 
and power and community sen ices. Hence the State will not 
be able to make large investments directly in industry. Such 
investments have to be devoted to new lines urgently needed and 
to the expansion of enterprises already owned and managed by 
the State. Thus piivate enterprise will continue to play an 
important part in production and distribution. The State will 
control and direct investment, regulate foreign exchange and 
safeguard the standards of essential consumption in the commu¬ 
nity. Plans in the private sector have to be worked out in 
consultation with the representatives of the different industries; 
but the overall objectives have to be accepted by ail. The 
economy is one whole and the plans of the public and the private 
sectors must produce a connected picture. With this approach, 
the Commission has drawn up plans for the most important of 
the industries in the private sector in consultation with their 
represental ives. 

The plan lays emphasis on agriculture and irrigation. 
Making allowance for the increase in population to the extent 
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of about 26 million up to 1950 and to feed the country in that 
^ear on a 14 oz. daily ration would require an additional pro¬ 
duction of 7 V 2 million tons.^) How this increase is to be spread 
over the several states and to what extent irrigation, manure, 
fertilizers, land reclamation and seed distribution schemes will 
contribute to it has been worked out by the Commission. About 
Rs. 192 crores are to be devoted to agriculture and rural develop¬ 
ment, about Rs, 450 crores for irrigation and power, about 
Rb, 388 crorrs for transport and communication, about Rs. 250 
crores for social services and Rs. 70 crores for rehabilitation of 
displaced persons. ^Irrigation and power projects, involving 
Rs. 729 crores, will irrigate an additional area of 8.7 million 
acres by 1956 and they will provide an additional power 
amounting to 1.1 million kilowattsJ This will increase the 
irrigated area of the country by 20 per cent, and the power 
potential by 70 per cent, over tlie evisting capacity. Oji 
completion , the projects are expected to irrigate an additional 
area of 16.5 million acres and to increase the power potential 
by nearly 2 million kilowatts. The programme of irrigation 
and power development has been viewed in terms of long teim 
objectives spread over a period of 15 to 16 years. 

A provision of over Rs. 100 crores has been made for 
industry; but it lias been made clear thaf since ihe bulk of the 
resources of the country are to be employed in deve.oping 
agriculture, irrigation, power and comm *nity services, the State 
cannot make direct investment in indufltries. The Commission 
has pointed out that the achievement of the targets will depend 
on the administrative arrangements made to reach the villager* 
and on the price policy to be followed. 

In its plan for industrial development the commission has 
given importance to the development of small scale and large 
scnle industries. The former are favoured in view of the pre¬ 
vailing scarcity of capital, the need for relieving middle class 
unemployment and the desirability of decentralisation in indus¬ 
tries. Suggestions have been made for developing the small- 
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scale industries and for removing their difficulties in respect of 
raw material! finance! machinery and marketing. The first part 
of the five-year plan provides for a total expenditure of Rs. 15 
mures on cottage and small scale industries. Small-scale indus¬ 
tries will be mainly urban in character for a considerable period, 
while cottage industries will be rural and the latter have been 
assigned a central place in the programme of rural development. 
The Government have to assume obligations in relation to cottage 
and small scale industries which will be similar to those assumed 
in relation to the development of agriculture. For organising 
cottage industries, the commission relies mainly on industrial 
co operatives and on non-official organisation'? engaged in cons¬ 
tructive work in the field of cottage industries. Emphasis has 
been made on the removal of difficulties regarding organisation! 
the availability of raw materials, finance, etc. The Central 
Government has to assume responsibility in the field of research. 

According to the Commission, Indian food problem is no t 
a temporary disequilibrium between supply and demand. On 
the other hand, it is due to the growing pressuie of population 
on food supply. It is, therefore, to be solvod by long term 
measures. The Commission urges that during the next few 
years annual imports of food grains of three million tons will 
have to be planned. Consumption in rural areas is increasing 
and also the demand of the urban population is increasing. 
Hence the Commission suu^ets urban rationing and monopoly 
procurement to continue in all states and it recommends that a 
reserve of a million tons should be built up to meet emergency 
and to influence prices. It has also drawn attention to the 
dangers of a policy of complete or partial decontrol of food 
grains. 

The Commission has suggested that the Central problem 
of Indian agriculture is to change its character from subsistence 
farming to economic farming and to bring about such changes 
in its organisation as will make for efficiency. The Commission 
has also made recommendations for giving security to ths 
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cultivator with a view to increase production and to make 
cultivation mere profitable.^ It has also made suggestions to 
reduce the number of workers engaged in farming. In its view, 
the agrarian policy is to be such as to strike a balance between 
three objectives, namely, (l) maintenance aud increase of total 
production, (2) economic efficiency aud (3) social justice. The 
Commission has laid emphasis on the fact that the unit of 
management must become larger than at present. For this 
purpose it has suggested co operative cultivation. Co opeiatixe 
village management is the ultimate objective of reorganizing 
agriculture. Under this 93 r *tem, the area of the village becomes 
the unit of land management and all the land of the village is 
to be treated as a sing'e farm. Rights of ownership are r ‘cog¬ 
nised and compensated for through an ownership, which is in be 
paid at each harvest. This typo of management is to be in¬ 
troduced in any village with the consent of two thirds of the 
owners of permanent tenant holdings who are holding not less 
than one half of the cultivated area of the village. 

The Commission recommends an organisation for improving 
production. Where a village is within the jurisdiction of a 
panchayat, the village Production Council may be a sub Com¬ 
mittee of the Fanchayat to which office bearers of the loraf 
co-operative societies and some of the best farmers in the village 
mav be co-opted. Elsewht r * the duties of the village production 
council may be entrusted to some other body. This council 
will be the channel through which all Government assistance to 
the village will be piovided and it will frame programmes of 
production and take all the necessary steps to improve produc¬ 
tion. The size of the unit of land management in agriculture 
will be increased through registered faiins and co-operative 
farming societies. All holdings above a prescribed level are to 
be organised as registered farms, and those below that level ere 
to be brought together increasingly into small co operative farms. 
The voluntary formation of the co operative societies is to be 
encouraged. Within a village the pro luction council will be & 
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common body for registered farms, for farmers organised In 
co-operative farming societies and for farmers working on their 
own. This council will help each class of farming to improve 
production in the village. The commission have also made re¬ 
commendations for impioving the conditions of agricultural 
workers, who are about, a third of the imai population. They 
suggest minimum wages and a policy of progressive social wel¬ 
fare to improve the living conditions of agricultural laboui. 

With regard to full employment, the Commission points 
out that India, being a backwavd country, cannot accept full 
employment as the goal of its policy. It i* because correspond¬ 
ing to idle labour , there are no adequate supplies of other co¬ 
operating fat tors of production h 11 uli <ts land and capital. Hence 
a programme of lull employ meat can, therefore, be implemented 
altei some tune. For the short-term period, the Commission 
believes that cottage and small scale industries can play an 
important part in reducing unemployment. Emphasis is also 
laid ou balanced regional development of new industrial units 
for providing employment to people. 

The Commission has laid a great emphasis on the reduction 
of disparity in income and wealth which it considers as the 
sine qva non of planning. Large scale investment by the State 
is a majir instrument for securing economic equalities. Accord¬ 
ing to the Commission it is through such investment that the 
millions of agriculturists and other rural woikers in India will 
be able to build up economic strength. The abolition of zamin- 
dari, the fixation of farm lents for tenants, the provision of 
security of tenure for the c ulrivator and the progressive substi¬ 
tution of usury by organised credit at reasonable rates are other 
steps suggested to promote economic and social equality. 

With regard to taxation the Commission thinks that any 
material increase in direct taxation at this stage is likely to 
affect the capital market adversely. It suggesis that a large 
number of incomes in the higher income ranges at present es¬ 
caping income-tax must be taxed. Corporate savings should 
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play a more important part in capital formation than private 
savings and the Commission suggests that Government should 
see if further measures could be adopted to encourage a larger 
ploughing back of profits. Private industry is also asked to 
adopt the policy of a voluntary freeze on dividends for a limiled 
period. The Commission suggests that measures must be taken 
to encourage small savings which will play an increasing!v 
important pait in capital formation aa incomes in the lower 
ranges increase. It also recommends early imposition of death 
duties which is an effective way of reducing inequalities in 
wealth and income. 

With regard to price policy the Commission suggests that 
for the first few years efforts should he m ule to prevent a 
further rise in prices and bring them down ns far as possible 
It also suggests the maintenance of parities between prices of 
food grains and commercial crops to give incentive to producers 
to produce these things. It also suggests foreign assistance 
for financing development expenditure. If the sterling balances 
can be used for importing consumer goods, domestic prices can 
be brought down. According to the Commission, it is necessary 
to have an export-import policy to make full use of the releases 
•of sterling balances. It has also laid great emphasis on the 
importance of a sound monetary and banking policy to avoid 
•excessive investment in speculative trades and to increase the 
volume of savings available for productive investment. Acconl- 
ing to the Commission, inflationary pressure will continue to 
operate and it will, therefore, he necessary to maintain and 
improve upon the existing system of controls. The Commission 
rightly points out that a substantial reduction in black market 
prices and the availability of ample supplies at controlled prices 
are essential pre-requisites to any consideration of decontrol. 

The Commission emphasises the need for reducing the 
impact of foreign prices on the internal economy of India. It 
suggests that the proceeds of the export duties should he utilised 
to subsidise the imports of essential commodities to protect the 
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domestic pi\ce nod cost structure more effectively. 

The Commission also discussed the need of foreign capital 
for industry. The free flow oF foreign capital is welcomed, 
particularly because it would ensure the supply of capital goods 
and technical know-how. In respect of the managing agency 
system, the Commission suggests adequate measures to prevent 
large investments in the shares of other concerns to obtain 
control in their management. With regard to the role of labour 
the Commission suggests that the worker should have the means 
to keep himself in a state of health and efficiency. He should 
have genera] education and technical training as also security 
against social risks. He should also be fieo to organise and to 
take lawful action in furtherance of his rights and interests. To 
realise the targets of the plan in the industrial field, it is 
necessary to place industrial relations on a sound footing. Hence 
various measures are suggested for avoiding disputes and secur¬ 
ing internal settlement, including machinery for joint consulta¬ 
tion. The view of the Commission is that the way fora 
betterment of the standard of living of the worker lies only 
through a fall in prices or an increase in productivity. ' Any 
upward movement in wages would be reflected in the cost of 
production and should, therefore, be avoided. 

The Commission has laid emphasis on the need for family 
planning, which is considered a vital step in economic and social 
planning. A change m population trends takes a few generations 
to materialise and therefore a plan for a limited period must 
lay emphases on the education of public opinion regarding the 
need, for limiting Ihe numbers. In this connection the Com¬ 
mission recommends that:— 

(1) The State should provide facilities for starvation or 
giving advice on contraception on medical grounds; 

(2) Such help and advice should not be withheld from those 
who need it on Eocial and economic grounds, and 

(3) Research and in four at ion centres should be organised 
by the Slate 1} ncteie ol fircnriol aeshtance and otherwise. 
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The Commission lays emphasis on public co-operation for 
the implementation of the plan. It also emphasises that the 
Central Government should ensure that the economic conditions 
necessary for the fulfilment of the plan are maintained. The 
Central Government is also to ensure t'iat the pattern for 
utilizing and developing the resources is in accordance with the 
plan. It has also to assess the results of the working of the 
plan from time to time and to keep the financial aspects of the 
plan under constant review. The Commission lays emphasis on 
improvement in the administration of controls. It suggests 
that right men should be placed in charge of controls and that 
they should be worked earnestly. The Commission urges that 
the State should improve the working of all controls so that 
goods in short supply may be shared between the rich and the 
poor alike. In that case the working of controls will tend tc 
raise the moral stamlaicK of the community. 

A Critical Review 

In many respects the plan takes a very realistic view of 
economic conditions in the country. It gives the first place to 
first things. Hence emphasis is laid on the development of 
agriculture and the state is to spend annually the sum of 
Rb. 300 orores on irrigation, power projects and agricultural 
improvement. Being predominantly an agricultural country, 
India does not produce enough food grains. Hence emphasis is 
laid on agricultural improvements. 

Further, the targets laid down are modest. The additional 
production of food grains in five years, giving allowance for 
increase in population, is to be 6.0 million tons. How this 
increase is to be obtained statewide and due to improvements 
in different sectors is given. The target in iespeot of essential 
consumer goods is the restoration of pre-war availability of same 
by the end of 1956. This is a modest target. It is based on 
the existing price level and efforts are to be made to prevent a 
rise in the price level for some time. Thereafter, a reduction 
in price level is to be secured. In this respect, the Plan is a 
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great improvement on the Bombay Plan. One of the assump¬ 
tions underlying (he latter plan was that the pre war price level 
would prevail. On this basis, the capital targets of the plan 
would Ik* entirely upset, if the price level did not come down, 
which artually happened. Not only did the price level not 
come down, but it actually went up, thus upsetting the assump¬ 
tion of the Bombay Plan. In this respect, the five-year plan is 
realistic inasmuch as it is not based on impracticable assump¬ 
tion in respect of the price level. It is also based on enlisting 
the co-operation of the cultivator, who must be approached for 
making the plan successful. It is also realistic inasmuch as it 
envisages the existence of mixed economy in which public and 
private enterprise are to run side by side. The State cannot 
make large investments directly in industry. Such investments 
as can be made by the State are to be devoted to new lines 
urgently needed and to the expansion of enterprises already under 
6tate management and ownership. The private sector will thus 
continue to play an important part in production as well as 
distribution. 

The Commission urges that during the next few yearn 
annual imports of food grains of 3 million tons should be plan¬ 
ned for, while in exceptional years even larger imports may 
have to be provided for. This appears to be a weak aspect of 
the Plan. This means that our sterling assets will be utilised 
on expenditure incurred on food imports. The plan should 
have made allowance for emergency created by physical condi¬ 
tions like failure of rains, etc. In case of an emergency like a 
War, it will not be possible to get food importB, mainly owing 
to the difficulty of the lack of shipping accommodation. 

On the whole, the plan is a realistic approach to the 
solution of our economic problems. Much will depend on how 
and when it is given effect to. 



CHAPTER XUV 
INDIAN FINANCE 

No surrey of economic evolution is complete without a 
review of the financial system of India. Hence in this chapter 
a bird’s eye view is given of the trends in the income and ex¬ 
penditure of the Government and also of the machinery of 
financial control. 

The inoome and expenditure of Government and the 
machinery by which commercial dealings are transacted obviously 
affect the rate and direction of economic development. Govern¬ 
ment policy deponds upon the financial resources of the State 
and the successful working of public enterprise requires the 
smooth working of the capital and credit system. 

The financial system that was introduced in India after 
the mutiny remained in force up to 1921. The Act of 1858 
provided that finance would be in the hands of the Governer- 
General in Council subject to the control of the Secretary of 
State. The Governor-General was appointed by the Crown and 
he nominated the members of his Executive Council. In the 
work of legislation the Governer-General-in-Counoil had the 
assistance of a Legislative Assembly, but in the beginning, the 
latter had no control over finance and it consisted of nominated 
members only up to 1892. The first Indian budget was presen¬ 
ted in 1860 and up to 1892 no discussion on it was permitted 
in the legislature. The presentation of the budget was not 
even compulsory up to that year. It was in 1892 that the 
legislature got the right to discuss the budget, but it oould 
neither move any motion nor divide on it. After discussion, 
the budget was submitted to the Secretary of State, who pre¬ 
sented it to the British Parliament; but the whole affair was 
formal and no vote was taken on individnal items. The ultimate 
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financial control lay with the Secretary of State and no new 
expenditure of importance could be included without his sanc¬ 
tion, It was in 1909 that an elective element was introduced 
in the Central and provincial Legislative Councils, The items 
of revenue and expenditure were divided into two classes: 

(1) Those open for discussion and 

(2) Those not so open. 

In the former case, the Imperial legislature was empowered 
to move resolutions in the form of recommendations and to 
vote on them. But the Government hnd still no obligation to 
take action in accordance with these resolutions. The ultimate 
financial control vested in the Secretary of State for India, 
This system prevailed till 1921. There were several stages 
through which financial control passed till the introduction of 
the reforms in 1921. Between 1858 and 1870, the administra¬ 
tion was carried on by the Provincial Governments, but all 
expenditure required the sanction of the Central Government. 
Hence the provinces had no incentive to introduce economy 
in expenditure. It was in 1870 that Lord Mayo introduced his 
scheme of financial decentralisation. Certain services were 
handed over to the provinces for which they were to be entirely 
responsible. But departmental receipts of these services went 
over to the provinces and the central Government gave animal 
grants to meet the expenditure. A change was introduced in 
1877 when these grants were put on a five-yearly basis. In 
place of fixed grants from the centre, the provinces were given 
the receipts from centain defined sources to induce them to in¬ 
troduce economies in expenditure and to give them greater 
responsibility. This scheme is called as the system of assigned 
revenues. Under this system, the final balance between pro¬ 
vincial revenue and expenditure was affected by an adjusting 
assignment. Any surplus or deficit was shared equally between 
the Provincial and Imperial Governments. In 1882-83 a change 
was introduced in the system under which certain improvements 
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were introduced in the provincial settlements which were liable 
te revision after every five years. Under this system, the fixed 
lump sum grants were abolished and opium, salt, customs, 
commercial undertakings, etc., were made imperial heads and 
the receipts from civil departments, Provincial works and 
provincial receipts were provincialised. Certain other heads, 
namely, excise, Btamps, assessed taxes, forests, registration, etc. 
were made divided heads of revenue. Fixed grants to the 
provinces were stopped and in their place a certain percentage 
of land revenue was given to them. In most cases the provinces 
retaind the following heads of revenne for their use :— 

The provincial rates, the receipts from the law courts, 
jails, police, education, medical services, scientific departments, 
etc; a portion of the stamp revenue ana one half of the revenue 
from assessed taxes, forests and registration; ono-quaiter of the 
land revenue; one-quarter of the excise receipts except in Bengal 
and Burma, where the provinces retained one half. Without 
the consent of the Central Government, the provinces could not 
alter taxation or the rules under which the revenues were ad¬ 
ministered. The Provincial Governments were responsible for 
all expenditure connected with the above services from which 
they received the whole or a shire of the revenue. They were 
also responsible for a part of the cost of collection, expenditure 
on'famine relief and certain political and miscellaneous charges. 
The Central Government collected the revenue from the 
Salt Department, Post Office, Telegraphs, Railways, etc., and 
exercised direct control over the expenditure on the army, 
Indian marine, railways, telegraphs, the mint and the Post 
office. It was also responsible for all political expenditure and 
for the finance? of the provinces from which an annual payment 
was due. If the provinces accumulated any bahnccs, they were 
carried over to their credit, but were liable to be called upon in 
an emergency by the Central Government, 

The Provincial settlements were periodically revised and 
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in 1912 they were made quasi-permanent. Tin* moans that 
they could be revised only* if there was a Bubstaiui a 1 change in 
the original conditions or in the event of an emergency like war. 
They were declared permanent in 1912. Thus then* vsero certain 
heads of revenue belonging to the central Government. They 
were called the imperial heads of revenue, such as Opium, 
Railways, Customs. Salt, Mint and Exchange, Posts and Tele¬ 
graphs, Military Receipts and Tributes from Indian States. Some 
heads were entirely provincial like Forests, Excise, Registration 
and the Departmental receipts from Education Law and Justice. 
Certain other heads of revenue were divided i iz laud revenue 
income-tax, excise, (except in Bombay and Bengal) irrigation 
and stamp. The revenue from them was divided between the 
Centre and the provinces in certain proportions. Similar was 
the case with expenditure. This system suffered from several 
defects. Firstly, the Central Government constantly interfered 
with the divided heads of revenue. Secondly, the dolls given 
by the Central Government to the Provincial Governments out 
of its surpluses had a disturbing influence on provincial finances. 
There were inter-provincial financial inequalities and the pro¬ 
vincial Governments had no independent powers of taxation and 
borrowing. Lastly, the Central Government interfered loo 
muoh with tlio provincial budget and the provinces could not 
spend their balances freely nor could they budget for a defioit. 

The Act of 1919 introduced certain reforms. The main 
change introduced was the abolition of the divided heads of 
revenue. Certain heads wore made imperial, viz., Opium, Salt, 
Customs, Income-tax, Railways, Posts and Telegraphs and 
Military Receipts. There were certain heads which were pro¬ 
vincialised, namely, land Revenue, including irrigation; Stamps, 
Judicial and Commercial; Registration, Excise and Forests. A 
portion of the Income-tax revenue was to bo given to the 
Provinces. 

The imperial budget was to be passed by the two 
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Chambers of the Central legislature, the Legislative Assembly 
and the Council of State in both of which there was an elected 
majority. Proposals for expenditure were subject to discussion 
and were votable with certain exceptions, which remained 
entirely under the control of the Executive. Thus debt charges, 
salaries and pensions, expenditure prescribed by law and politic 
cal, defence and ecclesiastical expenditure remained under the 
control of the executive. The Governer-General-in Council had 
the power of certifying the finance bill and financial proposals 
emanated from the executive, viz., the Governer-GeneraMn- 
Council, which conflicted of nominated members. In the Pro¬ 
vincial sphere, proposals relating to debt charges, salaries and 
pensions and expenditure prescribed by law were not submitted 
to the provincial legislature. They, however, constituted a 
small proportion of the total provincial expenditure. All finan¬ 
cial proposals were to be submitted to the provincial councils, 
and the Governor-General in Council had power to certify 
expenditure on reserved subjects, which he considered essential 
to the discharge of his responsibility. Even in the case of 
transferred subjects, he could authorise such expenditure 
as in his opinion was necessary for the safety of the province 
or for the carr} ing on of any department and he could certify 
the Finance Bill. 

The Merton Award 

The provincialisation of certain heads of revenue like 
stamps, and land revenue created a deficit at the centre 
amounting to about Rs. 10 crores. How this deficit was to be 
made up was considered by the Meston Committee and its 
recommendations are known as the Meston Award. The Com¬ 
mittee suggested that the provinces should pay certain initial 
contributions to the centre which were fixed arbitrarily on the 
basis of the increased spending power of the provinces. Agri¬ 
cultural provinces like Uttar Pradesh, Madras and the Punjab 
were called upon to pay heavy contributions. These contribu- 
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tioOfl were subsequently to be replaced by standard contribu¬ 
tions and these latter were based on the paying capacity of eich 
province. 

There was a great agitation against these contributions. 
The industrial provinces complained of the loss of income-tax. 
revenue, whereas the agricultural provinces like U. P., Madras 
and the Punjab considered their initial contributions as heavy. 
All provinces felt these contributions burdensome, particularly 
when they had to face heavy deficits. The provincial sources 
of revenue were inelastic and insufficient to mest their expends 
ture. These contributions were, however, abolished finally in 
1028-29. 

The problem of federal finance was discussed by the Simon 
Commission and by the federal finance and the States Enquiry 
Committees. Their conclusions were ultimately embodied in the 
Government of Inlia Act of 1935. It may be pointed out that 
the Joint Parliamentary Committee recommended the division of 
income-tax between the provinces and the Centre. The pro¬ 
vincial share was not to be less than 50 per cent, and not more 
than 75 per cent, of the net income-tax yield. The exact pro¬ 
portion was to be deoided by an Order-in-Council to be subse¬ 
quently issued. Land customs levied by the states interfered 
with the movement of traffic and were considered inconsistent 
with the principles of public finance. It was, therefore, recom¬ 
mended that as alternative sources of revenue were developed 
by the States these duties were to be given up. With regard to 
maritime customs, it was pointed out that the States were 
entitled only to that portion of the revenue which was obtained 
on the amount of goods consumed within their territory. The 
Committee also recommended an annual cash help to newly 
created deficit provinces like Orissa and Sind. It also recommen¬ 
ded that 50 per cent, of the jute export duty should be given to 
the jute producing provinces of Bengal, Assam, arid Bihar. 

Under the Government of India Act of 1935 it was pro- 
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vitled that taxes and duties might be levied and collected by 
one authority whose proceeds could he allotted to others. The 
federal list included the following subjects: 

Customs duties; excise duties on tobacco and other goods 
produced in India except alchoholic liquors for human consump¬ 
tion; corporation tax; salt tax; taxes on income other than agricul¬ 
tural income; SB on the capital value of the assets including 
agricultural land; taxes on the capital of companies; succession 
duties in respect of property other than agricultural land; Stamp 
duties cm negotiable instruments, etc; terminal taxes on goods 
and passengers carried by rail or air; and taxes on railway freight. 

The following heads were included in the provincial list: 
Land revenue; Excise duties c n opium, alchoholic liquors for 
human consumption, etc., taxes on agricultural income; Taxes 
on land and buildings; succession duties in respect of agricul¬ 
tural land; Faxes on mineral rights; capitation taxes; taxes on 
professions, trades, callings and employment; taxes on animals 
and boats, on the sale of goods and advertisement; ceses on 
goods entering into the local area; taxes on luxuries including 
taxes on amusement, entertainment, betting and gambling; 
and Stamp duties leaving those included in the federal list. 

Sir Otto Niemeyer’s Enquiry 

Sir Otto Niemeycr conducted a financial enquiry in 1936. 
According to his recommendations, 50 per cent, of the income- 
tax yield was to he given to the provinces. The provincial 
share amounting to Rs. 6 crores (at that time) was to be retain¬ 
ed by the Centre for the first five years. Thereafter, in the 
next five years, it was to be given over gradually to the pro¬ 
vinces, so that 10 years after the introduction of the new consti¬ 
tution, the provinces would enjoy the whole of their share of 
income-tax. If the Provincial share of income tax going to the 
provinces along with railway contribution exceeded Rs. 13 
crores, the excess could go over to the provinces. 

He suggested cash subventions to be given over to the 



INDIAN FINANCE 


565 


provinces and a portion of the pre-federation debt was to be 
cancelled. 62} percent, of the jute tax was to be given over 
to the jute producing provinces. In the oaae of certain pro¬ 
vinces like Assam, Bengal, Bihar, N. W. F. P. and Orissa, the 
entire debt was cancelled. The income-tax proceeds were to be 
distributed as follows between the provinces: Madras 15 per cent., 
Bombay 20 pir cent., Bengal 20 per cent., U.P. 15 per cent., The 
Punjab 8 per cent., Bihar 10 per cent.. C\P. 5 per cent., Assam 
2 per cent, N.W.F.P. 1 per cent., Orissa 2 per cent-, and Sind 
2 per cent. 

Criticims 

The recommendations of the financial expert were 
accepted by the Government of India, The provinces had 
certain grievances. A cash subvention of Rs. 50 lakh was given 
to Orissa, but it was Rs. 105 lakhs in the case of Sind. The 
distribution of benefits was governed by the principle of needs, 
rather than deserts; hence revenues were assigned arbitrarily. 
The provinces which had introduced economies got less than others 
who did not do so. Industrial provinces like Bombay complained 
that the distribution of the income-tax yield was made dependent 
upon the railway contribution. Bombay complained that if 
Bengal got benefit from the jute export duty, the former should 
have the benefit from the cotton duties. Sir Otto Niemeyerpaid 
attention to Central needs and insisted upon the stability and 
adequacy of Central finanoe. Without the solvency of the Centre, 
the States would not join the feelerstion. The availability of 
the railway surplus in 1937-38 enabled the provinces to get a 
certain amount of the income-tax yield from the beginning. 
Without this, the financial solvency of the provinces would nob 
have been possible. The Niemeyer formula regarding the 
assignment of the share of income-tax to the provinces was 
amended by the Parliament in 1940. The railway contribution 
was excluded from the central calculation of the sum available 
for the provinces. The share of the divisible pool of the Centre 
was fixed at the average of the last three years, namely, Rs. 4} 



566 


EVOLUTION OF INDIAN ECONOMY 


crores for each of the three years 1939-40, 1940-41 and 1941-42, 
The balance was distributed to the provinces. The same ar¬ 
rangement was continued for the next three years under amend¬ 
ments. The amount to be retained by the Centre from the 
Provincial share was reduced to Rs. 3 crores in 1947-48, This 
was due to the change in the financial situation brought about 
by the war when customs revenue was adversely affected. 

The Dcshxnukh Award 

In November 1949 Shri C.D. Deahmukh was asked by the 
Government of India to give a binding award determining the 
distribution of the share of income-tax of the States. The net 
proceeds of income-tax will continue to be divided equally 
between the Centre and the States, among the several dates and 
the grants payable to the States of West Bengal, Assam, Bihar 
and Orissa will be in place of their bhaie of the export duty on 
jute and jute products. The award was made in January 1950 
and it will remain in force pending the recommendations of the 
Finance Commission which has recently been set up under 
Article 280 of the Constitution. The terms of the award were 
applicable to the year 1950-51. Certain States were merged 
with provinces as a result of which certain adjustments were 
made in respect of the payments to be made to the states. The 
Deshmukh award is restricted to Part A States as they 
were before the states were merged in them It does not involve 
any comprehensive redistribution of the shai^ of the States 
de novo . It confines itself to the reallocation of the percentages 
released by the partition. They amount to 14.5 units out of 
100, comprising, Bengal 7.5, Punjab 4, Sind 2 and N.W.F.P, I. 
The reallocation is largely based on population with some 
weightage in favour of the weaker states. Minor adjustments 
have been mede to round off the figures to the nearest \ per 
cent. For purposes of comparison, the share of the states 
under the Deshmukh formula, the allocations under the 
Nievneyer formula and the ad hoc arrangements made after the 
partition are given below:— 
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Stale 

Niemeyer 

Formula 

Ad hoc arrangement 
after the Partition 

Deshmukh 

Award 

Madras 

15 

18 

17.5 

Bombay 

20 

21 

21 

West Bengal 2 * 

(Bengal) 

Uttar Pradesh 

12 

13.5 

(U. P.) 

15 

19 

IS 

Punjab 

8 

(Undivided 

Punjab) 

5 

5.5 

Bihar 10 

Madhya Pradesh 

13 

12.5 

(C.F) 

5 

6 

0 

Assam 

2 

3 

3 

Orissa 

2 

3 

3 


TIip provincial share of the jute expoifc duty after the 
partition was reduced to 20 per cent, from i}2\ per cent. This 
was because the larger part of the jute growing area went bo 
Pakistan. After partition as before, allocations to individual 
States were made in proportion to the jute grown. West 
Bengal got additional ad hoc grant in different years. Under 
the constitution the proceeds from the jute duty are assigned 
wholly to the Centre. The States of Assam, Bihar, Orissa and 
West Bengal are entitled to grants in aid in place of a percentage 
share for ten years or for as long as the duty may last, which* 
ever may be earlier. The giants in aicl under the Deshmukh 
award are given below: 

(fn lakhs of rupees) 

West Bengal Assam Bihar Orissa Total 

106 40 36 5 185 

i The Award was given effect to in 1950 and it replaced the 
Government of India Order of 1948. The following table indi¬ 
cates the allocation of tax proceeds, subventions and grants in 
aid to part A States :— 
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ALLOCATION OF TAX PROCEEDS, SUBVENTIONS, AND 


GRANTS-IN-AID TO PART A STATES (In crores of rupees). 


Income 

Jute 

Subven¬ 

Other 

Total 

Year 

Tax 

Duty 

tions 

grants 

in-aid 


1937-38 

1.25 

2.65 

3.12 


7.02 

1938-39 

1.50 

2.51 

3,03 

• ■ ■ 

7.04 

1939-40 

2.70 

2.56 

3.03 


8.38 

1940-41 

4.10 

1.85 

3.03 

• . , 

9.04 

1941-42 

7.39 

i 95 

3.04 

... 

12.37 

1942-43 

10.90 

1.40 

2.75 

0.01 

15.06 

1943-44 

19.50 

1.39 

2.75 

3.00 

26.63 

1944-45 

26.56 

1.49 

1.70 

7.00 

36.75 

1945-46 

28.56 

1.57 

1.70 

8.00 

40.02 

1946-47 

29.87 

2.87 

1.70 


34.44 

1947-48* 

29.74 

1.28 

0.44 

1.40 

32.86 

1948-49 

41.79 

1.43 

0.70 

2.25 

46.17 

1949-50 

45.741 

1.94 

0.70 

2.25 

50.63 

1950-51 

46.97 

... 

6.00 

i” 

53.06 


Note :— Figures up to and including 1946-47 relate to undivided 
India. 

* Figures relate to months from 15th Agust 1947- to 
March 48. 

“Of this, Rs. 1.85 crores under Article 273 of the consti¬ 
tution, in lieu of a share in jute duty, Rs. 1.99 crores under 
Article 275 of the Constitution as grants in-aid to Assam, Orissa 
and the Punjab, and Rs. 2.25 crores as grants-in-respect of 
merger of States with provinces. 

The Financial provisions of the new constitution follow 
closely the Government of India Act of 1935. There are three 
separate lists, namely, the Union list, the State list and the 
concurrent list*. Residuary powers of legislation are centered 
in the Parliament. Broadly, the items in the respective Lists 
are the same as under the Act of 1935, There are some changes 
in the division of tax resources between the States and the 
Union* The powers of the States in regard to sales tax are 


j Inclusive of Rs. 5 crores on account of arrears relating to 1948-49. 
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tostrieted to ensure uniformity in the principles governing the 
tax, which will be levied and administered by the States. A 
State Government cannot impose a tax on the sale or purchase 
of goods outside the State or if it concerns India’s foreign trade 
or inter-State trade or if the goods in question are declared by 
Parliament to be essential to the life of the community. The 
Union will buy and collect taxation on the sale or purchase ot 
newspapers, bub the proceeds will be assigned to the states. A 
portion of the net proceeds from taxes on income other than 
agricultural income shall be assigned to the States in which 
they are levied. The limit of the total amount of the tax on 
professions, trades, callings and employments payable by any 
one person to a state or a local anthority is raised from Rs. 50 
to Rs. 250 per annum. If Parliament provides by law the 
whole or any part of the net proceeds of an excise duty levied 
and collected by the Union may be paid over to the States. 
The Union retains the power to levy surcharges on certain taibs 
for its own purposes. 

The jute export duty is assigned to the Centre. In lieu 
of it the jut© growing States will receive grants-in-aid so long 
as the jut© export duty is levied or for a period of ten years* 
whichever is earlier. GrantB-in-aid are to be made to such 
States as Parliament may determine to be in need of assistance. 
The amount of aid may vary as between States and from year 
to year. The grants in aid are to be given to States in respect 
of approved schemes of development for promoting the welfare 
of scheduled tribes or for improving the administration of the 
Scheduled Areas. There is a separate provision for the deter- 
mination of grants-in-aid to Assam. 

The provisions relating to borrowing remain unchanged. The 
Union is empowered to borrow upon the security of the Consolida¬ 
ted Fund of India within the limits fixed by Parliment. The Union 
cab give guarantees within such limits as may be fixed. A State 
can borrow in India on the security of the Consolidated Fund of 
the State. The Government of India may make loans to any 
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State or give guarantees in respect of loans raised by a State, 
If any part of a loan made to a State by the Government 
of India or in respect of which the Government of India gave 
a guarantee is outstanding, such a State cannot raise a loan 
without obtaining the prior consent of the Government of India. 
While giving its consent the Government of India may impose 
such conditions as they think necessary* 

The constitution requires the setting up of a Ftaance 
Commission within two years from its commencement. There¬ 
after it is to be set up at the expiry of every five years or at 
such earlier time as the President may consider necessary. It 
will make recommendations, inter alia , on the following : 

(1) The distribution between the Union and the States of 
the net proceeds of taxes whioh are to be divided between them 
and the allocation among the States of the respective shares of 
such proceeds; 

(1!) The principles governing grants in aid to the States out 
of the Consolidated Fund of India; and 

(3} The continuance or modification of the terms of any 
agreement entered into by the Government of India with the 
Government of any part B State. This Commission has recently 
been appt inted. 

Central Heads at Revenue and Expenditure 

We maj now give a review of the changes In the Central 
heads of revenue and expenditure that have taken place from 
1 HO i onwards. The effect of the last War and the present 
position will also be reviewed. It may be pointed out that the 
main heads of revenue and expenditure of the Union Govern¬ 
ment at present are different from what they were in 1921 and 
in the pre-reform period. 

In the accounts for the year 1891-92 to 1920-21 the follow¬ 
ing six heads of revenue were included ; 

(1) Land revenue (2) Opium; (3) Taxation; (4) Commer^ 
cial Underkings; (f>) Miscellaneous receipts; and (6) Exchange* 

They may now be briefly explained. In 1891-92 the 
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total net revenue of i>he Imperial Government was 11^ 57.17 
crores, of which laild revenue accounted for Rs. 22,89 crores* In 
1901*02, the total net revenue of the Imperial Government was 
Rs. 64.85 crores, of which la-d revenue came to Its, 20.20 crores, 
For 1911*12, the total net revenue came to Rs. 85,48 crores and 
land revenue amounted to Rs. 30 orores; whiV in 1920 21 the 
total net revenue came to Rs, 140.78 crores, of which land 
revenue accounted for Rs. 30.74 crores, * 

Thus in 1901-02 land revenue was 42 per cent, of the total 
net revenue. Formerly, it was an Imperial head of revenue, 
but now it is a provincial head of revenue. The part played 
by land revenue in the general administration of tho country 
has also been very great in the past and there have been great 
controversies regarding the principles governing the settlement 
and assessment of land revenue. Land revenue is also the chief 
means by which the agricultural classes contribute towards the 
expenses of the Government. The Indian taxation Enquiry 
Committee of 1924-25 pointed out that there was no uniformity 
or certainty either with regard to the basis or the rate of assess¬ 
ment of land revenue. It, therefore, recommended reforms to 
remove these defects and it was of the view that either income- 
tax should be introduced on agricultural incomes, or a succession 
duty, or both. 

The heading ‘Opium* included receipts from the 
manufacture of opium and from its sales for export. The 
revenue obtained by licensing retail shops for the internal sale 
of opium and other drugs did not come under this head. They 
fell under the term ‘excise’. In 1891-92 opium accounted for 
Rs. 6,14 crores, in 1901-02, the figure came to Rs, 4.86 crores, 
in 1911-12 it came to Rs. 7.84 orores; while in 1920-21, the 
corresponding figure was Rs. 2.30 orores. Thus it will be seen 
that between 1891-92 and 1911-12, opium was a major head of 
revenue. In 1911-12 it accounted for about 12 per cent, of the 

. ‘These figures arc tafccn from Vera Enstay’s Economic Development of India, 
page 538, 3rd Edition. 
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total net revenue of the Imperial Government* The manufac¬ 
ture of opium has been a Government monopoly in India. In 
the nineteenth century the revenue from it tended to increase, 
but in 1907, the export of opium to China was prohibited by 
the Government of India and thereafter the revenue from this 
source declined. 

The head 'taxation' included salt, stamps* excise, provincial 
rates, customs, assessed taxes and registration. The following 
table indicates the revenue from taxes between 1891-92 and 
1920-21. 


(In lakhs of Rupees) 


1891-92 

1901-02 

1911-12 

1920-21 

Salt 

“8,18 

8,51” 

4,70 

5,80 

Stamps 

4,21 

5,11 

7,13 

10,82 

Excise 

5,05 

6,02 

11,29 

20,14 

Provincial Rates 

3,49 

1,55 

82 

6 

Customs 

1,63 

5,60 

9,43 

30,95 

Assessed taxes 

1,63 

2,04 

2,46 

20,91 

Registration 

39 

46 

66 

1.11 


34,62 

29,31 

36,52 

89,81 

The salt tax was strongly 

opposed by 

people, 

because it 

imposed an undue 

burden on 

the poorest 

classes. 

It was de- 


fended on the ground that the financial needs of the State 
required that there should be some tax through which the masses 
were reached and that salt is the only taxable commodity uni¬ 
versally consumed in India. It may be pointed out that the 
feeling against the salt tax was so strong that Gandhiji selected 
it for staiting his civil disobedience movement in 1931. The 
picking up of contraband salt at Dandi was the signal for the 
defiance of salt laws all over the country. In 1907, the salt duty 
was Be. 1 per maund. It was raised to Rs. 1/4/- per maund in 
1916 and to Rs. 2/8/ in 1922. In 1924, it was again reduced 
to Be. 1/4 and now there is no salt duty in force in India. The 
Taxation Enquiry Committee recommended that steps should 
be taken to make India self-supporting as regards salt. 

The revenue from excise included the proceeds of duties 
on country spirit, the production and sale of hemp and drugs 
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and the retailing of opium. Exoise duties are levied both by 
the Union Government and by the State Governments, Central 
excise duties are those which are levied on the production and 
manufacture of goods in the country. For instance, the BUgar 
excise, the match excise, excise on tobacco, etc. Central excise 
duties are collected by the Central excise staff which is under the 
control of the Finance Department of the Government of India. 

The provincial rates were introduced in 1878 to provide 
revenue for the famine insurance scheme. In practice, they 
amounted to an increase in land revenue. They were additional 
cesses on the land. At the beginning of the twentieth century, 
they were gradually reduced and ultimately they were abolished. 
This source of revenue is now utilised only lor local purposes. 
The assessed taxes were introduced in 1801, but were dropped 
between 1872 and 1877. They were revived in 1878 in the form 
of a licence tax on traders. In 1880, this license tax was 
supplemented by a similar tax on all other non-agricultur&I 
incomes. At that time, they had become an income-tax on all 
non-agricultural incomes of over Rs. fiOO per annum, but in 
1903 the taxable minimum was raised to Rs, 1,000. Since then 
many changes have been made in income-lax rates. Before 1014 
the yield from income-tax was very small. In 1911-12, the 
total yield came to Rb. 2.46 crores; in 1921-22. it came to over 
Rs. 22 crores. Sir Otto Niemeyer estimated the net inoome-tax 
yield in India at Rs. 12 crores; but during the last war, it in* 
creased considerably. In 1938-39, the total income-tax yield 
was Rs. 17.28 crores. The peak was reached in 1944 46 when 
the total taxes on income came to Rs. 191.24 crores; but the 
total tax revenue amounted to Rs. 311.36 croreB in 1945-46. 

Another important head of revenue in the nineteenth 
century was 'commercial undertakings'. It included the net 
revenue from the Post Office, Telegraphs, Railways, and Irriga* 
tion. Up till the end of the nineteenth century these under* 
takings were run at a loss to the State, mainly because of the 
deficit from the railways. It was for the first time iu 1893-99 
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that the railways contributed a net revenue of Rs. 16 lakhs and 
thereafter the commercial services have been progressively im¬ 
portant sources of revenue to the State* 

Miscellaneous receipts before 192J consisted of profit on 
the mintingof the silver rupee. As a result of the recommen¬ 
dations of the HerschelJ Committee in 1893 the Indian mints 
were closed to the free coinage of silver when the rupee became 
a token coin. When the m in ting of the rupee was resume! in 
1899, a substantial profit wrs earned from this source. 

Finally, exchange was another source of revenue in the 
nineteenth century. At times, exchange involved not loss also. 
The exchange transactions of the Government of India were 
necessitated by the fact that the Indian Government had to pay 
annually heavy amounts in sterling in London. Revenues in 
India were collected in rupees. In each case, it was not calcula¬ 
ted as to how many rupees were to he given for the required 
amount of sterling in London at the current rate of exchange. 
The total difference in a year between the amount of rupees 
that would have been needed at the par of exchange, and the 
number that was actually required at the market rate to obtain 
the necessary amount, of sterling in London was entered us a 
separate item under the heading loss or gain on exchange. For 
instance, if the rupee purchased less than one shilling four 
pence, there was a loss by exchange, but if it purchased more 
than one shilling four pence in sterling there was a profit by it. 
When the value of the rupee was steady, this difference was 
slight; but it became considerable between 1872 and 1893 when 
the exchange value of the silver rupee was constantly falling. 
The Government suffered a heavy loss annually on exchange. In 
World War I, the sterling value of the rupee began to rise 
greatly. The budget was still framed on the basis of the rupee 
being equall to one shilling four pence. Hence there was a large 
gain on exchange. 

We may now turn to the expenditure side. The main 
heads on the expenditure side in the nineteenth century were 
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debt services, milil ary services, collection of revenue, commer¬ 
cial services, civil services, famine relief and insurance and pro¬ 
vincial adjustments, Debt services accounted for the payment 
of interest on the money that was borrowed by the Government 
of India, internally or externally. In 1891*92 the debt services 
accounted for Rs. 3.60 crores. The expenditure on military 
services, civil services and collection of lovcima does not need 
an\ explanation. Commercial services have been explained 
under the heading of revenue. Military s*uvices accounted for 
Rs. 23.58 erores in I1 92. In 1911-12, the corresponding 
figure was over Rs. 29 omriM or about 33 per cent, of the total 
revenue. In 1920 -21 ih n amount w.is over Rs. 87 crores. 
Provincial adjustments wore cither a surplus or a deficit in the 
nineteenth century. The grants to provinces after 1877 were 
made on a five-yearly Imms. Certain revenues were assigned to 
the provinces and the excess or deficit between provincial 
revenue and expenditure was shared between the provincial and 
Imperial Governments. After 1882-83, certain sources of 
revenue were shared between the provinces and tire Central 
Government. After the Reform*- of 1921 there was a change in 
the headvS of revenue and expenditure of the Central Govern¬ 
ment. This was because as a result of the recommendations of 
the Meston Committee, the divided heads of revenue were 
abolishod. Most of them were given over to the Provinces and 
the resulting deficit at the centra was to be made good by pro¬ 
vincial contributions. Below are given the main heads of 
revenue and expenditure of the Central Government, which 
indicate the position prevailing today. 

REVENUE 
( In lakhs of mpees ) 

1950-51 1950-51 1951-52 

Budget Revised Budget 


Customs 


1,06,54 


1,45,31 


1.41,29 

8,75* 
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Union Excise Duties 

71,50 

60,68 

71,73 

13,15* 

Corporation Tax 

Taxes on Income other than 

38,10 

38,92 

30,44 

2,25* 

Corporation Tax 1,28,68 

1,27,88 

1,26,57 

6,00* 

Opium 

1,55 

3,00 

2,65 

Interest 

1,14 

1,79 

1,67 

Civil Administration 

7,87 

10,48 

8,42 

Currency and Mint 

9,52 

12,87 

12,32 

Civil Works 

1,27 

1,46 

1,52 

Pre-Partition receipts 

... 

... 

... 

Other sources of revenue 

Post and Telegraphs:— 

Net contribution to general 

9,79 

13,69 

11,91 

1,00* 

revenues 

Railways:— 

Net contribution to general 

4,04 

3,07 

2,00 

revenues 

Deduct-Share of Income- 
tax revenue payable to 

6,37 

6,76 

7,26 

States 

47,78 

47,68 

47,53 

Total 3,38,69 

3,87,21 

3,69,89 + 31 

EXPENDITURE 


Direct Demands on revenue 

13,81 13,34 

14,58 

Irrigation 


23 22 

27 

Debt Services 

36,50 86,46 

37,32 

Civil Administration 

60,06 62,75 

56,02 

Currency and Mint 


1,76 2,65 

2,66 

Civil Works 


9,97 10,88 

13,38 

Pensions 

Miscellaneous : 


7,43 7,18 

7,35 

Expenditure on refugees 


6,00 13,07 

9,86 

Subsidy on Foodgrains 

21,90 35,07 

* _ _ 

25,32 


* Effect of Budget Proposal*. 



INDIAN FINANCE 


577 


Other Expenditure 

4,24 

5,66 

50 

Grants to States, etc. 

15,41 

15,72 

15,43 

Extraordinary Items 

1,44 

1,57 

10,97 

Defence Services (net) 

168,01 

179,47 

180,02 

Pre-Partition Payments 

2,00 

4 64 

2,75 

Total 

337,88 

379,28 

375,43 

Surplus 

+ 1.31 

+ 7,93 

+ 25,61 

Aocording to the above 

table, the 

revised 

budget for 


1950-51 indicates the total revenue at Rs, 387.21 ciores; where* 
as the budget proposals estimated the revenue at Rs. 338.59 
crores. The budget figures for 1951-52 put the total revenue 
at Rs. 309.89 crores The expenditure figures for 1950 51 were 
Rs, 337.88 crores, the revised budget for 1950-51 put the ex¬ 
penditure at Rs-. 379.28 crores, while the budget for 1951-52 
puts the corresponding figures at Rs. 375.43 crores. The sur¬ 
plus for 1950-51 budget was Rs. 1.31 crores; while the revised 
budget for the same year raised the surplus to Rs. 7.93 crores. 
The surplus according to the budget for 1951-52 is Rs, 25.61 
crores. 

The item 'Customs* takes the lead in taxation. In the 
revised budget for 1950-51 customs revenue came to Rs. 145.31 
crores. This head refers to the import and export duties on various 
goods. In 1938-39 customs revenue was only Rs, 40.51 crores. 
It fell during the war; but it has been showing the rising trend 
in the post-war period. There are very heavy export duties on 
certain items like jute goods. 

The head ‘Union Excise Duties’ refers to the duties im¬ 
posed on the production of various commodities in the country. 
The Union levies excise duies on matches, tobacco, sugar and 
many other items. In the pre-war period tbe income from 
Oentral excise duties came to Rs. 8.66 crores. Thereafter the 
yield from this source has been increasing ctintinuoualy. In the 
budget estimates for 1951-52 the yield stands at Rs. 71.63 
crores. ‘Corporation tax’ refers to the tax on the profits of 
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joint stock companies. In 1938-30, it accounted for a little 
more than Rs. 2 crores. Thereafter it has been showing a con¬ 
tinuous increase. The figure stood at Rs. 40.43 crores in 1947- 
48 (revised), at Rs. 02.26 crores in 1948-49 and at Rs. 38,9? 
crores in 1950-51 (revised). The corresponding figure for 1951- 
52 budget is Rs. 30.48 rrores. 

‘Taxes on income other than corporation tax’ is another 
important item of revenue of the Union Government. It 
accounted for Rh. 15.24 crores in 1938-39. Thereafter, the 
yield has been increasing. The peak was reached in the budget 
estimates for 1950-51 when tlie figure stood at Rs. 128.68 crores. 
This is the most important of dueet taxes and it comprises of a 
variety of forms. There are levies on individuals and companies 
and sur charges and supertaxes are also included in it. The 
latter, a very important form ut nmoine taxation, was introduc¬ 
ed in 1917 and has continued Miice then. Two years later, the 
E.P.T. was levied but abolished next year. It was reintroduced 
in 1940 and replaced by the Business Profits Tax in 1947, while 
the corporation tax had been imposed earlier. This group is a 
very elastic and productive source of icvenue. The receipts 
from the tax on individuals are shared between the union and 
the States 

In the present century, the income-tax has undergone 
immense changes in its yield, importance and structure. In «903 
the rates were low. During tne great war of J 914-18, the ta< 
entered a new phase of development and important changes 
were made in it in 1922 and 1935. In the Second World War 
the developments were striking. The rates were low in 1903 
and practically uniform on the total income basis. There was 
no system of allowances and no discrimination between earned 
and unearned income. In 1948, the graduation was steeper, 
the rates were higher and the unearned incomes were discri¬ 
minated against. In that year supertax was very high. 15£ 
annas in the rupee were taken in income and super taxes at the 
topmost bracket. In 1903 the highest rate of income tax was 
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5 pies. The slftb system replaced the total income method. 
Thus during the last several years; important changes have 
taken place under this head. Other mtjor heads of revenue are 
railways and poets and telegraphs, amounting to Rs. 7.26 crores 
and Ks. 2 crores respectively for the financial year 1951-52. 

On the expenditure side, the heads are self-explanatory. 
Reference may be made to three of than, namely, defence expen¬ 
diture, expenditure on civil administration and on debt services. 
The net defence expenditure in J938 99 was Rs. 46.18 crores. 
It has increased tremendoush ame then. In 1951 52, the figure 
stands at Rb, 180.02 crores. Civil adininisti.ition accounted for 
Rs. 10.90 ciores in 1938-39, vvhde the corresponding figure for 
1950-51 is Rs. 56.02 crores, Debt service* accounted for Rs, 14.12 
ci ores in 1998 39, while the corresponding figure for 1951-52 
(budget) is Rs. 37.32 crores. 


The years beginning witli 1938-39 and ending with 1947-48 
were deficit budget years. The following table gives the deficit 
for each of these years. In crores of rupees 


1938-39 0.64 

1940- 41 0.53 

1941- 42 12.70 

1942 43 111.78 

1943- 44 189.90 

1944- 45 100.55 

1945 46 123,43 

1946- 47 Revised 45.29 

1947- 48 Revised 6.52 


It was in 1948-49 that for the first time after a decade 
there was a surplus of R*. 50.81 crores in the Union Budget. 
The subsequent year again showed a deficit, bub the years 
1950-51 (Budget), 1950-51 (Revised) and 1951-52 (Budget) indi¬ 
cated surpluses amounting to Rs. 1.31 crores, Rs. 7.93 crores 
and Rs. 25.61 crores respectively. 


Public Debt 

Changes have also taken place in India’s public debt du¬ 
ring the last fifty years and particularly in the last 10 years* In 
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1900, it amounted to Rs. 307 orores, while in 1938*39 it amounted 
to Re. 1, 205.70 crores. In the budget for 1050*51, the figure 
stood at Rs. 2,550,09 orores. Thus between 1939 and 1951 
India’s public debt inoreased by Rs, 1,350 orores. * 

This is neither heavy nor large. It amounts to Rs. 98 per 
capita. In Britain the per capita debt was about £\Q in 1900 and 
it amounted to £506 in 1949, which implied a thirty-two fold 
inorease in 50 years. In 1949 Britain's borrowings were 2J times 
her national income, but in 1900 they were only 33 per cent, of 
the national income. In India the debt has varied between 35 
and 60 per cent of the national income and after 1039 the 
proportion has been about 45 to 50 per cent. Thus up to the 
Great War, the proportion was larger in India than in the 
United Kingdom, but by 1949 it was reduced to one-sixth. 

Productive Debt 

Another aspect of India’s public debt is the largely pro¬ 
ductive nature of her liabilities. India’s debt is backed up by 
productive assets, It has been mainly borrowed for railways 
and irrigation works. The ratio of productive to ordinary debt 
was 2 to 1 in 1900 and 20 to 1 in 1913. The ordinary debt 
increased in World War I, but still the productive borrowings 
were five times larger. Thereafter, developmental loans increased, 
raising the proportion to 9 to 1. By 1939, the ordinary debt 
grew by 100 per cent., and the productive debt only by 12 per 
cent. After the last war there has been an increase both in 
productive and ordinary loans, the former expanding from 
Rs, 976 crores to Rs. 1660 crores. 

Sterling Debt 

After 1939 India’s sterling debt has been practically wiped 
off. India borrowed in the London money market up to 1917, 
bub thereafter the Indian market was tapped. In 1939 India’s 
sterling debt stood at Rs. 464,94 crores, while the rupee loans 

* The figures for the period after 1939 are based on the Report on Currency 
and Finance for 1949-50, ituement 39, Pages 182 and 183. 
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were 437.87 orores. Thereafter sterling debt declined and the 
rupee loans increased. In 1050-51 budget the sterling debt stood 
at Us. 21,06 crores and the rupee debt at Rs 1,485.32 crores. * 

This was brought about by the methods of war finance as 
a result of which India aooummulated large sterling balances. 
A proportion of these assets was used to repay the sterling debt. 
Most of India’s sterling debt was repaid between 1939 and 1044. 
The following table indicates the extent of reduction between 
1939 and 1044. 

Year _Amount in crores of rupees. 


1938-39 

404 91 

1939-40 

439.10 

1940-41 

341.11 

1941-42 

206.93 

1942-43 

50.56 

1943-44 

34.70 


A part of our sterling assents acquired by selling goods to 
His Magesty's Government for war purposes was utilised for 
repaying the sterling debt and a part for meeting the adverse 
balance of payments, particularly in the post war period. There 
were several agreements between the United Kingdom and 
India regarding the repayment of the sterling debt which was 
done in stages. The rupee liabilities increased considerably as 
indicated above. 

In India debt redemption was not planned. Up to 1924 
repayment was not systematic. It depended on the. availability 
of annual surpluses. In that year, a plan was introduced for 
repaying the debt in 80 years, but it was given up during the 
depression. Thereafter sinking funds were set apart every 
year, but there was no redemption scheme as such. 

Another aspect of India’s finance during the war period 
was the growth of inflation. This is indicated from the fact 
that the total note issue in 1938-39 amounted to about Rs. 219 

* See Ibid, Pages 182 and 183. 
t Sec Ibid, pages 182,1B3 
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erbresi- - It went on increasing a» a reault of the methods of trait 
finance as iadioated from the following table :— r 

** , 

Ye£r * Total Notes issued 


(In crores of rupees) 


1939-40 



1940-41 

258,67 


1941-42 

319.89 


1942-43 

525.24 


1943-44 

787.67 


1944-45 

979.62 


1945-46 

1179.05 


1946-47 

1253.57 


1947-48 

127 J.95 


1948-49 

1253.86 


1949-50 

1152.94 


22nd June, 1951 

1312.03 

* 


This was due to the methods of war finance. Goods were pur; 


chased in India on behalf of His Majesty’s Government, pay¬ 
ments for which were made in sterling, which was handed over 
to the Reserve Bank of India, which printed notes against these 
sterling securities. This was accompanied by rising prices and 
by rising cost of Jiving and even in the post-war period, the 
main problem to be faced bv the Government of India has been 
that of keeping the prices in check. 

The price level is rising even now as indicated from the 
following table 

INDEX NUMBER OF WHOLESALE PRICES 
(Year ended August, ) 939-100) 

1951 


January 

414.3 

February 

423.4 

March 

438.0 

April 

457.5 

May 

456.8 

Week ended: 


16th June 1951 

458.2 


* Sec statement 37, page 1B0, Report cm Currency and Finance, 1949*50. 
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The rise in price is taking plaoe even now. There baa 
been a rise of 43.9 points in ihe index number of wholesale prices 
since January 1951 and of 63.5 points since 17th June 1950. 
The greatest problem, therefore, before the Government today 
is to keep the prices under check. 

Sterling Balances 

Another aspect of Indin finance during recent years has 
been the aooummulation of sterling balances or foreign securi¬ 
ties Sterling securities were kept with the Reserve Bank of 
Tnd a against which note issue was done. In 1035-36 the ambuii't 
of foreign securities with the Reserve Bank of India was Rs. 14.99 
crores in the Banking Department arid Rs. 62.09 orores in the 
Issue Department. These figures went on increasing till in 
1944-45 the balances in the Banking Department were Rs. 277.28 
crores and in the Issue Department the amount wa3 Rs. 979.62 
crores. For the following years, the figures are given below j 
Year Ficures in crores of rupees 

Foreign balances Foreign Securities in the 

of the Banking Issue Department 

Deparment _ 

J945-46 488.23 1179.05 

1946- 47 528.83 1255.57 

1947- 48 406.95 1274.95 

1948- 49 307.78 1253.86 

1949 50_ 180.91 _1162.94_ 

The peak was reached in 1947-48 and thereafter they 
have been declining almost at a rapid paoe due to the balance 
of payment’s position After the devaluation of September 1949, 
some improvement ha^ been noticeable in them. 

Economic Change* and Finance 

During the last half a century eoonomio changes have 
affected India’s finance, both at the Centre and in the States, 
There has been a shift in Indian economy from agriculture to 
industry resulting in a change in the relative importance of 
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taxes. For instance, land revenue which used to be the piece 
of pride in the first decade of this century has yielded place to 
income-tax. 6 oondly, a change in the composition and direc¬ 
tion of foreign trade as also the change in the tariff policy of 
the country influenced the course of indirect taxation specially 
customs revenue. Thirdly, there has been the growth of national 
income from Bs. 30 per capita in 1900 to Rs. 226 in 1949. This 
is largely nominal; but the apparant taxable capacity has in¬ 
creased. This explains the enormous increase in the revenue 
and expenditure of the country; particularly during and after 
the last war. Fourthly, the acoummulation of the sterling assets 
and the growing of adverse balance of payments, particularly 
after the close of the war, are other factors which have affected 
our finanoes. Reference has already been made above to the 
ever-growing inflation with its effects on public expenditure, 
cost of living and production. 

Social Changes and Public Finance 

Social changes have also been equally significant. In 1901, 
the objective was a police state, meaning thereby that a large 
part of the Government expenditure both at the Centre and in 
the provinces was incurred on police, judiciary, jails, defence, 
civil servioes and debt services. After the Montford Reforms, 
the welfare State is gaining ground. This has implied a two¬ 
fold change: firstly, expenditure is increasing on social security 
items and secondly, there has been a shifting, though Blow, away 
from indirect taxation. Since the thirties at the centre a 
growing emphasis is being laid on direct taxation; but the Indian 
tax Bystem still remains regressive in character. 

Prior to the great war of 1914-18, physical security claimed 
a large part of the revenue. It was about half of the total 
revenue then and afterwards about two-thirds. Between 1900 
and 1950 Indian eeourity expenditure increased nine-fold, from 
Rs. 47 ororee to Rs. 457 crorea or from R. 2 to 18 per capita. 
The growth haB been particularly noticeable in the last decade. 
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The outlay on defence and administration has been growing, the 
former increasing eight times and the latter 50 times. Police expen¬ 
diture which is largely provincial has gone op from Rs. 4J crorea 
to Rs. 40 orores. In the last decade, the total spent on physical 
security has increased from Rs. 190 orores to Rs 460 crores. 

The head ‘social services’ has expanded at a slower pace. In 
1900, India spent Rs. 0 orores or Rs. 3 per capita and in 1950, she 
epent Rs. 75 orores or Rs. 2| per capita. Here the expansion has 
largely taken place after 1948. This growth compares unfavour¬ 
ably with the trend in the United Kingdom where the per capita 
expenditure on social security rose from £ 1 in 1900 to £38 in 
1948. In 1900, it amounted to 2 per cent, of the national in¬ 
come and in i960 to 17 per cent, as against 8 per cent, and 13 
per cent, respectively devoted to defence. In India, on the 
other hand, even in 1950 social security schemes got less than 
50 per coot, of the amount spent on defenoe. Social security 
is largely provincial and is limited to education and health 
services. Very little is spent on poor and unemployment relief 
and housing, which figure prominently in advanced countries. 
Education takes two-thirds of the expenditure and it has increa¬ 
sed more than thirty times in 50 years. In 1900, Rs. 1.0 crores 
were Bpent on this head; the figure increased to Rs. 53 crores 
in 1950. Public health outlay has iucreased from Rs. 7} crores 
In 1900 to Rs. 23 crores in 1950. Giving allowance for a rise in 
prices this is less than it was in 1900. In both these directions, 
namely, education, and health services, the increase is marked 
after 1948; bat this is not adequate when judged from modern 
standards. 

STATE FINANCES 

A few words may also be said about State Finances in 
the country. The following tables give the main items of 
revenue and expenditure for part A States between 1938-39 and 
1950-51.* 

* Sec Statement 42, Report oa Curveny and Finance for the Year 1943-50 
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REVENUE IN LAKHS OF RUPEES 


Custom* & 

Land Sales 

Excise Stamps fotai ^otal 

income 

Year »ax 

1938 9 

Revenue* 

tax 

t 

Tax revtmie 
revenue ^ 1 * '' 

^<1 t %, 

fAcconn 3,98 

1946-47 

23,11 

... 

13,08 9.59 

59,12 74,41 

(Accounts )e*33,32 
1947-48 

30,00 

12,48 

tO>22 18,78 

173 40 38,83 

(Acc u' ts) 32,5 1 
1948*49 

24 06 

1 ;,03 

39,68 13,84 

154,3 ) 202,77 

(Aciounts) 42,08 

19 9*5° 

25,76 

32,95 

34,32 16,31 

193.08 26 ,2( 

(Revised) 6° 0 > 

1950*51 

2H.65 

47,70 

28.93 17,13 

213 64 Yir .OC 

I 

(Budget) 51,35 

30 64 

41,29 

24,92 17,56 

208,05 282J56 

ITEMS OF EXPENDITURE IN 

LAKHS OF 

RUPEES 



Direct 

Irriga- 

Debt 

Secu- 

Social 

Total 

Surplus 

i , Debt 

Year 

Demands 

rion 

Servi- 

n ty 

servi- 

Expru- 

(+) or 

outstaod- 

on 



serv l- 

ces. 

diturc 

Deficit 

trig on 


Revenue 



ces 



( ) 









31 st March 

1938-39 






► 



(Accounts) 

1946- 47 

(Accounts) 

1947- 48 

8,79 

5,25 

1 78 

20,63 

20,89 

80,52 

-1,10 

132,90 

17,03 

8,77 

4,69 

6,86 

54,36 

230,09 

+8,71 

157,79 

(Accounts) 

1948-49 

16,05 

6 69 

5,32 

54,79 

50,78 

194,19 

+8,58 

116,14 

(Accounts) 

1949-50 

19,68 

9,68 

4,22 

72,24 

68,05 

250,82 

+7,39 

145,38 

(Revised) 

1950-51 

24,59 

12,56 

2,40 

88,06 

92,35 

292,59 

+ 2,4? 

193,20 

(Budget) 

28,87 

12,2 

2,32 

83,91 

91,72 

284,29 

-1,72 



The main feature of State finances in India is the relative 
inelasticity and inadequacy of revenue. Further, a small per 
capita expenditure is incurred on social services. The total 
expenditure of Part A States in 1938-38 was Rs. 80,52 ororea, 
which increased to Rs. 284.29 crores in 1950-51. The total 
expenditure in 1950-51 of Part B States was about Rs. 9< crores. 
Thus the total expenditure of Part A and Part B States for 
1960-61 came to Rs. 375 crores. This amounts practically 
to the level of the expenditure at the centre in 1961-52, the 
Include figures for the pre-partisan provinces of Bengal and the Punjab. 
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figure f r whkiti is Re, 375.43 orores. The total reveatie at the 
Oestre in 1838-80 was Rs. 84.47 crorea and expenditure met front 
was Rs' 85.11 orores. The corresponding figures for 
J&S0-5! ' (Budgetf bame to Re* 40[ orores and Rs. 375.43 orores 
Respectively, This indicates an Immense increase in revenue and 
expenditure at ih© centre between 1938-39 and 1950*51. There 
was an increase in State revenues also, but this increase in the 
Case of part A States amounted to about Rs. 204 ciores only. 

The expenditure in States is incurred mainly on security 
services. In 1938-39, in pait A States the expenditure on 
security services came to about Rs. 27 ciores out of a total 
expenditure of about Rs 8i crores, In other words, security 
services accounted for about 30 per cent* of the total expendi¬ 
ture The expenditure on social services in 1938-39 in part A 
States Was about Rs 21 cfores, which meaiis that in 1938 39 
the amount spent on social services was less than that spent on 
security services. Security services include items like general 
administration, administration of justice, jails and police, 
whereas social services include expenditure on education, medi¬ 
cine, public health, agriculture, rural development, co-operation, 
industries, scientific departments, etc. In 1950 51 out of the 
total expenditure of Rs. 284 crores, security services accounted 
for about Rs. 84 crores. It means that they absorbed slightly 
less'than one-third of the total expenditure. Social services 
accounted for about Rs. 92 crores. Thus there was a greater 
increase in the expenditure on social services tlian on security 
services between 1938-39 and 1950-51; but still the proportion^ 
ate expenditure on social service© should be much more than on 
security services. It is with leference to the former that an 
increase in economic welfare is to be measured. 

1 It will be noticed that in the Centre between 1938-39 and 
a $49-50 there were deficit budf ets, leaving out the year 1948-49 
which was a surplus 3 ear. During the seme period in the Pro* 
vinces there were sujplus budgets except in 1938-39 and 1950-61. 
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The filiate Governments did not increase their expenditure on 
development schemes, bat they created lands for past-ifar re¬ 
construction, Such funds were created in the be g i n ni n g ,in 
Bombay, the U.P., the C.F. and Berar followed by other states. 
The provinces continued to be economically backward. It is 
therefore, necessary that State revenues should be increased. 
The States in India are responsible for the development of 
agriculture, industries, eto. and also for the maintenance of 
health services. They should, therefore, get more funds. 

Chief Sources of Revenue 

In 1938-39, land revenue got the plaoe of pride in* State 
revenues amounting to Rs. 25.41 crores followed by excise 
amounting to Rs. 13 crores. Land revenue was slightly less 
than one-third of the total revenue in the case of Part A States. 
In 1950-51, sales tax exceeded land revenue. The former 
amounted to more than Rs. 4i crores and the latter about 
Rs. 31 crores. The revenue from excise came,to about Rs. 25 
crores, followed by Btamps amounting to about Rs. 18 crores. 
Customs and income-tax which aooounted for only about Rs, 4 
crores in 1938-39 came to more than Rs, 5i orores in 1950-51 
New Sources of Revenue 

Thus between 1938-39 and 1950-51 the State Govern¬ 
ments have made use of new taxes which were open to them. 
tialea tax was introduced in 1939 by Madras and thereafter it 
was imposed by other States also. The yield from Balas tax is 
high in Madras and Bombay. In 1950-51, Madras got aa yield 
of Rs. 15 crores from this source followed by Bombay where the 
yield was Rs. 10.46 orores. In Uttar Pradesh, the yield was 
Rs. 5.35 crores from this source and in West Bengal it was 
Rs. 4 crores. In other States, it was less than Rs. 2 crores each. 
The total revenue from this source in 1939 was only a little 
over half a crore and in 1950-51 it came to Rs. 41.29 orores. 
It has now been imposed in Delhi also. The strnctnre of the 
tax, namely, the rates, the commodities taxed, the methods of 
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collection, etc., has not been uniform in the various states. In 
such an indirect tax as the sales tax uniformity is essential; 
otherwise trade in the border areas would be adversely affect¬ 
ed. In the new constitution, there is provision for uniformity 
in this respect. In some states, the rate of the tax was raised, 
in others, the number of exempted articles was reduced, and in 
still others, the list of luxury goods wm increased which pay a 
higher rate of duty. In some states, exports were taxed which 
were formerly under the exemption list. There is little scope 
for incrca.se in the amount of this tax. Its incidence should be 
reduced and made uniform. Industrial raw materials, articles 
of necessity and export goods must be exempted. 

All Provinces levy the entertainment tar whose yield in 
1949-50 was Rs 3.90 (Tores, Even this .small amount has been 
obtained by raising the rates on various forms of entertainment 
to a considerable extent. TIip batting tat yielded Rs. 2.83 
crores in 1949-50.* It is levied only in thot-e provinces where 
betting takes place. There at*p also taxes on professions, trades, 
and immoveable properties. Assam, for instance, has made 
good use of the tax on prefessions and trade. But taxation iu 
the provinces has reached the limit of economic and industrial 
development. State Governments are not likely to obtain more 
revenue from their own sources. 

On the other hand, the yield from certain taxes is expec¬ 
ted to go down. In Madras, the excite revenue was about 
Rs. 15 crores in 1946-47; but in 1950 51 it fell to Rs. 32 lakhs. 
In Bombay the yield from this source in 1946-47 was Rs, 9.74 
crores; but in 1950-51, it came down to Rs. 1.13 crores. In 
1946-47, the total excise revenue in the States was Rs. 50.22 
mores, which in 1950-51 fell to less than Rs. 25 crores. Thus 
the revenue from excise fell to 50 per cent, between . 946-47 
and 1950-51, and with the progressive enforcement of the policy 
of prohibition its yield may be expected to go down much more. 
The revenue from gambling and entertainment also may be 
4, See Commerce Annual, Number 1949, page 1163. 
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expected to fall. The revenue from stamp duties and registra¬ 
tion fees may also be expected to decline, for the State Govern¬ 
ments have oreated the Gaon Panohayats as a result of which 
litigation should go down. Between 1943-49 and 1950-51 the 
revenue from stamps has remained almost stationary with a 
slight tendency to increase. In 1948-49 the total revenue from 
Stamps was Rs. 16,31 orgies, in 1949-50 it waB Rs. 17 13 orpres 
and in *950-51 it was Rs. , 7 56 crores.* 

The State Governments demand a larger share in the 
yield of income-tax. It is difficult to say how far the Centre 
will bo in a position to spare more. Redistribution has taken 
place under the Deshmukh Awn id; but the subject is undei 
investigalion by the Finance Commission. The central taxes 
have reached their limit and cannot be made to yi-dd more 
revenue. It is not, theiefore, possible fur the Centio to give a 
larger share to the provinces. 

State revenues might go down; but the expenditure on 
eeeurity services, debt services and dearmss and food allowances 
may not be reduced. Further, States arc in charge of the 
nation building departments and there if*. considerable scope for 
more expenditure to lie incurred on social services. There may 
be some scope for reduction in security sei vices; but the ex* 
penditure on social services must bo increased. 

In Part A States, the total expenditure rose from Brightly 
moie than Rs. 80 crores in 1938 30 to over Rs. 284 crores ip 
1950-51. Of this expenditure, slightly more than 30 per cent, 
was incurred on social services and slightly less than 30 per 
Cient. on security services. Provinces are spending on unpro~ 
ductive post war schemes which have not yet shown any appre¬ 
ciable results. The direct demands on revenue incurred on 
the collection of the taxes increased by Rs. 9J crores between 
1938-39 and 1948-40. The figure fpr the formes-year wa$ 
Rs. 8.79 crores aqd for bbe latter Rs. 18,30 crores, During the, 
same period the expenditure on debt services, increased from 

• See Statement 42, Report on Currency and Finance for 1949-50. 
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Re. 1.78 crores to Rs. 4.43 crores and expenditure on irrigation 
from Rs. 5 55 crores to Rs. 10.59 crores. It is not possible to 
reduce the expenditure incurred on direct demands on revenue 
or on debt services, while that on irrigation is likely to increase 
in the future. The income from land revenue may increase as 
a result of t e abolition of zainindari, but in the immediate 
future, namin'!tri abolition may lead to increased expenditure. 

State Governments must plan their revenues and expendi¬ 
tures properly. Unproductive solum s ^nould be put off. They 
should economise expenditure on police and administrative 
services so that more may be spuit on social services. Resort 
may bo had to borrowing by .Suite Governments. The total 
debt of Pait A States was Rs. 1(33.30 crores in 1938-39, which 
rose to Rs. 93 29 crores in 1949 50. Thus there is great scope 
for additional borrowing by State Governments, particularly for 
developmental expenditure. 

Under the five yoar plan prepare I by the Planning Com¬ 
mission developmental expenditure on the part of the States has 
been estimated to the extent uf Rs 091 crores and on the part 
of the Centre to the extent of R> 430 croie^. The States are 
expected to rai^e Rs. 79 crores by way of public loans, while the 
Centie is to raise Rs. 35 crores from this source Thus in the 
interest of improving tho living standards ol the masses, ex¬ 
penditure in the States must be rationalised so that there may 
be a balance between revenue and expenditure. 

The most important change in inter-Govermnental struc¬ 
ture has been the financial integration of the Indian States. 
After 1947 some of them were merged in the neighbouring pro¬ 
vinces, others were welded into States-unions and still others 
were left as before. Those unions acceded to the Indian union 
in a few subjects, but not in finance and taxation. The fiscal 
and financial relationship of Part A States ^vith the Centre was 
revised in 1948 and the finances of these States were integrated 
with those of the centre on the same basis as those of the pro¬ 
vinces. The union Government took over items of revenue 
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like customs duties, income-tax, excise, and railways and also 
heads of expenditure like defenoe and broadcasting. In return, 
they have been given grants and subventions. In order not to 
upset the financial equilibrium of the States, the integration is 
to be completed gradually over a period of time. This relation¬ 
ship has already been discussed above. 

The trends in the evolution of Indian finance indicate the 
effects of financial conditions on Indian economy and on the 
living standards of the masses. The genera] trends as h ive been 
set forth briefly in the above pages show, that. India lias accepted 
the objective of the Welfare State under which there is to be a 
change over in expenditure from security services to social 
services items. Tndia has also accepted the policy of economic 
planning. Under this changed setup, the finanual system is 
likely to undergo ohanges and revenues and expenditures both 
at the centre and in tho S ites must be rationalised so that 
planning may work successfully and t ie objective of the welfare 
state may be achieved smoothly. 
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